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Votume XXVII NuMBER 2 
ORDO AND COERCION: A LOGICAL CRITIQUE* 
HENRY M. OLIVER, Jr. 


Indiana University 


A shorthand term in West German neoliberal 
writings,’ “Ordo” signifies—and, by implication, 
praises—a socioeconomic system in which: 

A constitutionally established “rule of law” 
guarantees private property in consumer and 
producer goods, freedom of opportunity for en- 
terprise and labor, and freedom of contract ex- 
cept when this promotes monopoly ; 

Vigorous market competition governs prices, 


* This paper is part of a study aided by a 1958- 
1959 Ford Foundation Fellowship. 

* For summaries of German neoliberal arguments 
see Henry M. Oliver, Jr., “German Neoliberalism,” 
The Quarterly Journal of Economics, LXXIV 
(1960), pp. 117-149; Ernst-Wolfram Diirr, Ordo- 
liberalismus und Sozialpolitik (Winterthur: P. G. 
Keller, 1954), also published as Wesen und Ziele 
des Ordoliberalismus; and Carl J. Friedrich, “The 
Political Thought of Neoliberalism,” American Po- 
litical Science Review, XLIX (1955), pp. 509-525. 

Prominent contributors to West German neo- 
liberal literature include Walter Eucken, Franz 
Béhm, Friedrich Lutz, Hans Gestrich, Leonhard 
Miksch, Fritz W. Meyer, Karl Friedrich Maier and 
K. Paul Hensel of the Freiburg School, and Wil- 
helm Répke, Alexander Riistow, Alfred Miiller- 
Armack, Giinter Schmélders and Otto Veit among 
non-Freiburg economists. Not all of these, however, 
term their desired socioeconomic system “Ordo.” 

In 1948 Eucken and Béhm founded Ordo: Jahr- 
buch fiir die Ordnung von Wirtschaft und Gesell- 
schaft, which has published much of the German 
neoliberal policy analysis. Eucken’s posthumous 
Grundsdtze der Wirtschaftspolitik (Tiibingen: J. 
C. B. Mobr, 1952) is the single most nearly com- 
plete statement of what appears to be the German 
neoliberals’ majority creed. 

Although Ordo is the socioeconomic system fav- 
ored by prominent economists in many lands, Ger- 
man neoliberal writings alone are the paper’s point 
of departure. Among American writings Henry C. 
Simons, Economic Policy for a Free Society (Uni- 
versity of Chicago Press, 1948), and Frank D. 
Graham, Social Goals and Economic Institutions 
(Princeton University Press, 1942), most closely 
resemble Eucken’s Grundsdtze in their policy rec- 
ommendations. 

Throughout the paper both “neoliberal” and 
“West German” are shorter terms for “German neo- 
liberal.” 


the structure of output, the pretax distribution 
of income, and the combinations of resources em- 
ployed; 

Paternalistic, egalitarian and stabilization poli- 
cies assume only those forms and extents which 
the neoliberals believe compatible with the suc- 
cessful functioning of a market economy; they 
do not assume “welfare state” proportions or 
take on the characteristics of “full employment” 
programs.’ 

Neoliberals do not always agree on the goals 
which Ordo is intended to serve, but one which 
is heavily stressed is freedom; and among the 
libertarian claims most frequently advanced for 
the system is that it minimizes the extent of 
coercion within society." As presented in the 
writings of Walter Eucken, who before his death 
was the most influential figure within the West 
German group, the minimum-coercion argument 
for Ordo goes thus:* 


* The import of this third proviso is chiefly nega- 
tive. Ordo per se does not require any egalitarian 
or paternalistic policies. 

*Other claims (Kantian, libertarian, utilitarian 
and distributive-justice) include: (1) It confers 
dignity and develops personality by making the in- 
dividual choose and provide for himself. (2) In the 
long run, alternative systems are not compatible 
with political, civil and intellectual liberties. (3) 
It confers maximum consumer autonomy; it max- 
imally enables persons to act in accordance with 
their own plans. (4) It yields an optimum alloca- 
tion of resources. (5) It maximally utilizes the spon- 
taneous forces which are the chief sources of pro- 
ductivity and progress. (6) It prevents men from 
using market and political power to exploit their 
fellows. 

Obviously, several of these are closely akin to 
the minimum-coercion claim discussed in the pa- 
per. For a brief discussion of these claims and of 
the emphasis which neoliberals place on them, see 
“German Neoliberalism.” 

‘Grundsatze der Wirtschaftspolitik, pp. 48-53, 
155-180. 

Eucken advances not only the minimum-coercion 
argument for Ordo, but also the other arguments 
summarized in footnote 3. 
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The problem of freedom is the obverse side of 
the problem of power. Power enables a man to 
coerce, by making others dependent upon him. 
Thus, to be free means not to confront power. 
For men living in society, complete freedom is 
of course impossible, since we are all dependent 
upon one another, but we can approach maxi- 
mum freedom by so arranging the distribution of 
power that everyone possesses only a trivial 
share. Mid-nineteenth century liberalism sought 
to realize this attainable maximum, but did not 
actually achieve it. Liberty prevailed in the legal- 
political sphere, but laissez-faire policies allowed 
the widespread growth of monopoly and oli- 
gopoly: that is, of entrenched market power. 
The policy to maximize freedom is not the past 
century’s “free economy,” but rather the de- 
liberate shaping and regulating of the economic 
system so as to establish and maintain thorough- 
going competition. “Economic freedom” in the 
older sense maximizes attainable human liberty 
only when it results in vigorously competitive 
markets. Only the universal reign of “complete” 
competition’ would mean that each man possessed 
virtually no market power: i.e., would constitute 
a system where coordination was the sole ruling 
principle, where the dependence of each was the 
interdependence of all and no one had the power 
to command. In such a system each man could 
employ himself and his property as he pleased 
as long as he stayed within a framework of gen- 
eral rules, because the circumstances created by 
the rules would rob everyone of the power of 
compulsion—that is, compulsion other than the 
constitutionally restricted enforcement of the 
general rules themselves. 

The neoliberals do not expect their policies to 
achieve quite so ideal a system, since they be- 
lieve monopoly to be inevitable in a few industries 
and oligopoly in a somewhat larger number.’ 
This, however, does not cause most of the West 
German group to assign a large role to direct 


*TI have translated “vollstandige Konkurrenz” as 
“complete,” rather than as “perfect” competition, 
since Eucken and some other neoliberals do not 
include either a standardized product or mathe- 
matical atomism among the required conditions. 

* Neoliberal literature on monopoly, oligopoly 
and related policy includes, inter alia, Walter 
Bucken, Grundsdtze der Wirtschaftspolitik, pp. 
155-179, 200-368 ; Franz Béhm, Wirtschafisordnung 
und Staatsverfassung (Tiibingen; J. C. B. Mohr, 
1950), pp. 32-66; Wilhelm Répke, The Social Crisis 
of Our Time (Chicago: University of Chicago Press, 
1950), pp. 117-121, 128-148, 176-197, 227-235. 
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state regulation of prices, outputs and inputs. 
Rather, the apparent majority follows Eucken in 
believing that, since power’s concentration is the 
basie evil, policy should unite political and eco- 
nomic power only when there is no feasible alter- 
native ;" it is dangerous to expand the role of a 
state bureaucracy and give office holders “ar- 
bitrary” powers incompatible with the “rule of 
law.” Where oligopoly rather than monopoly 
prevails, Eucken’s argument continues, vigorous 
and constructive competition is still quite possible 
and will ensue if the government vigilantly pre- 
vents mergers, cartels and the tactics of “mo- 
nopoly war.” Moreover, except in the special 
instances of natural monopoly, official interven- 
tion usually disregards consumers’ wishes more 
than imperfectly competitive firms do. Central 
control also tends to curtail freedom of oppor- 
tunity, shutting out would-be entrants for the 
benefit of the already existing firms." 

This paper does not examine the necliberals’ 
controversial thesis concerning the breadth and 
depth of competition which policy can achieve. 
It argres, however, that, even if competition 
were so inlly realizable, there is little reason to 
believe that neoliberal measures would minimize 
overall coercion. More specifically, it concludes: 

I. The claim that competitive markets mini- 
mize private coercion rests upon implicit, un- 
convincing interpersonal comparisons’ and/or an 
implicit, controversial theory of justice, rightness 
or legitimacy, and/or tautology. Persons who 
substitute a different set of interpersonal com- 
parisons for the neoliberals’ and who reject the 
ethical notions implicit in the identification of 
minimum coercion with competition, can use the 
neoliberals’ own general reasoning to suggest 
major changes in the policies which the advocates 
of Ordo recommend. Egalitarians, for instance, 


* West German writings proposing a somewhat 
greater degree of direct regulation include Leonhard 
Miksch, Wettbewerb als Aufgabe (Stuttgart, W. 
Kohlhammer, 1937), pp. 26-27; and Alexander 
Riistow, Zwischen Kapitalismus und Kommunis- 
mus (Godesberg, Helmut Kiipper, 1949), pp. 36-37. 

* Grundsitze der Wirtschaftspolitik, pp. 94, 155- 
179, 291-299. 

* Because readers have misinterpreted this state- 
ment in diametrically opposite directions, perhaps 
I should add that it does not imply either that all 
interpersonal comparisons are necessarily invalid 
or that all policy conclusions logically rest upon 
interpersonal comparisons. It and later statements 
within the paper refer merely to the interpersonal 
comparisons implicit within the neoliberals’ mini- 
mum-coercion argument for Ordo. 
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ORDO AND COERCION: 


can use this general reasoning to support major 
redistribution of income and wealth. Property 
as well as monopoly fits the neoliberals’ apparent 
definition of coercive power. 

II. The claim that Ordo’s official coercions in- 
clude all those, and only those, which eliminate 
more restrictive private coercions, suffers from 
the general weaknesses described in I. 

III. The claim that Ordo minimizes coercion by 
minimizing political exploitation of economic 
policy, embodies implicit estimates that only 
intricate, exhaustive analysis could half-way ac- 
eurately provide and which neoliberal writings, 
understandably enough, do not even attempt to 
provide. 

Just as the paper mentions but does not dis- 
cuss the neoliberals’ thesis concerning the breadth 
and depth of competition which policy can 
achieve, so it mentions but does not discuss their 
political-realism argument against departures 
from Ordo: ie., their thesis that a political 
philosophy which allows deviations from Ordo is 
too dangerous, that deviations from neoliberal 
policies are too likely to take forms disliked 
even by those persons who favor moderate in- 
terventions and picture a properly mixed system 
as an ideal. Like various other political-realism: 
arguments, the thesis is worthy of careful study, 
but major issues involved are rather different 
from those discussed in this paper. 


COERCIVE PRIVATE POWER 


Throughout much of his argument, i.e., that 
part dealing with market structure, Eucken’s 
implicit definition of “coercive private power” 
is the ability to make sales price, purchase price, 
volume and pattern of output, and/or volume 
and pattern of input differ from the results ob- 
tained by “complete” competition. The precise 
reasoning behind this definition is never fully 
spelled out. Like many other economists identi- 
fying monopoly as coercion, Eucken seems to 
consider it self-evident that the ability to sell 
at a non-competitive price represents such a de- 
gree of power that it is coercive in nature, while 
the ability to sell at a competitive figure repre- 
sents only the infinitesimal degree of power en- 
joyed by all. Both in Eucken’s and in other 
neoliberal writings, however, numerous refer- 
ences to “arbitrary” power indicate that “ar- 
bitrariness” is believed to be the significant 
difference between monopoly and competition, 
ie., the criterion which shows the former to be 
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coercive and the latter non-coercive.” Except 
to the extent that it directly implies a theory of 
justice or rightness, “>~hitrary” apparently sig- 
nifies ability to act without reckoning legal, 
market or other cons ‘uences—or, at least, this 
is the meaning which Yon Mises assigns it in 
arguments which sound very like the neoliberals’, 
and it is a meaning which seems to fit the neo- 
liberal arguments themselves." In other words, 
persons enjoy arbitrary power when, in their 
dealings with other people, a range of reasonable 
satisfactory alternatives confront them; the costs 
imposed by any choice within this range are not 
so high as to be prohibitive. 

Monopoly confers arbitrary power in this sense 
because a monopolist can cover costs, hence sur- 
vive, when quoting any price over a substantial 
range; similarly, he can alter other terms of sale 
and purchase without suffering drastically un- 
favorable consequences.“ He enjoys market 
power not only vis A vis buyers and sellers, but 
also when confronting potential competitors 
whom he may wish to keep out of his field. On 
the other hand, a pure competitor cannot long 
deviate from market-established terms of trade 
and still cover costs. If he quotes a price above 
the market figure, he loses all sales; if he quotes 
a lower price, he can meet expenses (including 
his owned resources’ opportunity costs”) only 
during those prosperous periods attracting the 
new entrants who will drive profits down to the 


* Within Eucken’s Grundsdtze references to mo- 
nopoly as arbitrary power include, inter alia, pp. 
48-53. 

“See Ludwig von Mises, Human Action (New 
Haven: Yale University Press, 1949), pp..279-281; 
also Ludwig von Mises, Socialism (New Haven: 
Yale University Press, 1949), pp. 191-195. 

“Arbitrary power,” thus defined, differs signifi- 
cantly from at least one definition of “discretionary 
power.” Most men possess the “discretionary,” but 
not the “arbitrary” power to murder their neighbors. 
That is, they have the power to commit murder, but 
they fear the consequences. Similarly, small, high- 
cost rivals have the “discretionary,” but not the 
“arbitrary,” power to annoy large, low-cost, domi- 
nant firms. 

* This, of course, assumes that the comparatively 
inelastic demand schedule (which enables the firm 
to be called a moncpolist) has a sufficiently favor- 
able range. 

* However, a pure competitor who can command 
a high rent for his owned resources, or who has 
large reserves of wealth which he can tap, possesses 
more arbitrary power than many monopolists or 
oligopolists. This relates to the later discussion of 
wealth as arbitrary power. 
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normal level. An atomistic competitor selling a 
slightly differentiated product possesses very 
little arbitrary power; his range of feasible al- 
ternatives is quite limited. An oligopolist occupies 
some position intermediate between a monopolist 
and an atomistic competitor. Unless oligopolistic 
strength is so distributed that each rival looks 
on any departure from a standard pattern as 
disastrous,“ and unless such a standard pattern 
excludes behavior which deters potential en- 
trants, oligopoly confers some arbitrary power. 
In the circumstances where it does not confer 
such power, an oligopolistic market structure, 
regardless of the number of buyers and sellers, 
is virtually the same as pure competition. 

As is indicated above, these corollaries of arbi- 
trary power’s apparent definition fit quite neatly 
into neoliberal arguments, both Eucken’s and 
others. To define “coercive private power” as 
“arbitrary private power,” however, is hardly 
to explain the argument’s basic reasoning; this 
definition merely substitutes one adjective for 
another. Among fundamental questions which the 
issue raises are: In what special sense does one 
market participant’s arbitrary power control 
another market participant’s actions or reduce 
his independence? Does not wealth also confer 
arbitrary power? If policy reshuffles the dis- 
tribution of arbitrary power by simultaneously 
increasing the range of alternatives open to some 
and decreasing it for others, how can the policy 
maker tell whether overall freedom has increased 
or decreased? How does this variety of liber- 
tarian analysis solve this particular problem of 
interpersonal comparisons? Neoliberal writings 
do not dispose of these questions. 


Monopoly in Buyer-Seller Relationships 


In at least one respect, a monopolist’s power 
over persons trading or wishing to trade with him 
is precisely the same as a competitor’s: He states 
the terms on which he will do business; he makes 
delivery of a valuable contingent upon receipt of 
a valuable. The pressure upon a person dealing 
with either a competitor or a monopolist depends 
upon what that person Joses by not accepting the 

“ This statem rs to any variety of change 
from ah initis! a of terms and competitive 
devices (eg ising) not just to price cuts. It 
also refers to “arbitrary” rather than to “discretion- 
ary” power as defined above. By definition, an oli- 
gopolist enjoys some discretionary power over the 
market. 
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offer ordinarily loses only a little time and trouble, 
plus, perhaps, a slight additional penalty since 
the same good or its near equivalent is available 
elsewhere at the same, or about the same, price. 
The rare exception comes when the market 
changes during the brief lapse between two offers. 
Competition need not be atomistic, however, for 
a person to feel that he risks very little by refus- 
ing a market offer. In the case of duopoly, oli- 
gopoly and price cartel, as well as in the case of 
atomistic competition, the same good is available 
elsewhere at the same, or very nearly the same, 
price. Indeed, very little loss results from the first 
refusal of a monopolist’s offer, if the monopolist 
does not raise price after his first offer is refused, 
and if the personal relationship does not so 
change as to make a transaction with the mo- 
nopolist less desirable. The desired good remains 
available at the initial price; the only penalty 
of a first refusal is a little time and trouble. 

Thus a monopolist’s special control over per- 
sons trading or wishing to trade with him consists 
of: 

(1) He may change his terms at any time, 
thereby increasing (or decreasing) the penalty 
for refusing his first offer. In most markets, 
however, this potential source of control hardly 
deserves emphasis; fear that a monopolist will 
change his terms after a first offer is refused is, 
with reason, usually no stronger than fear that 
competitive markets will quickly change. The 
markets in which this fear is important are the 
ones where the monopolist is believed to buy or 
sell a limited quantity at a price which will at- 
tract later comers, so that, if his present offer 
is refused, subsequent sale or purchase will be 
impossible. Within the ordinary business of life, 
job markets are the most important example of 
this; at many a time in many a location a job 
seeker has felt that it was “now or never.” It is 
worth noting, moreover, that this particular fear 
does not result from monopoly as such, but 
ather from a price more favorable than mo- 
nopoly equilibrium price or from a demand or 
supply curve which is horizontal (over a relevant 
range) at monopoly equilibrium price. When 
custom, conscience or community pressure dic- 
tates terms that differ from textbook equilib- 
rium,” the fear can characterize apparently com- 
petitive markets as well. 

*” For example the wage rates that have prevailed 
in many non-unionized areas and industries during 
periods of mass unemployment. Where monopoly 
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(2) The monopolist’s terms may include a 
disliked personal relationship. If personai re- 
lations are the significant factor, however, price 
cartels and state-organized monopoly ave on a 
par with competition. Moreover, this considera- 
tion only rarely is important outside of job 
markets and retail trade, and in the latter it is 
chiefly important where natural monopoly and 
natural duopoly prevail, i.e., in areas where mul- 
tiple outlets would be hopelessly wasteful. 

(3) Even where the personal identity of buyer 
or seller is unimportant, a monopolist is likely to 
offer less favorable terms than a competitive 
firm, hence worsen the overall range of oppor- 
tunities available to the persons trading or wish- 
ing to trade with him. This aspect of a monopo- 
list’s special power seems to be the principal 
reason why monopoly is disliked. A theory of 
freedom, however, cannot logically pay attention 
only to the opportunities open to persons on 
one side of the market; it must consider the 
monopolist’s opportunities as well as those of 
buyers and sellers who trade with him. State 
action which destroys monopoly power curtails 
the monopolist’s range of opportunities; the es- 
sence of his “arbitrary” power is to enjoy a 
greater range than that which a competitive posi- 
tion would confer, and a decline in monopoly 
profits curtails opportunities in exactly the same 
sense as a rise in purchase prices. Thus an argu- 
ment that monopoly reduces overall freedom by 
offering less favorable terms to buyers and sellers 
must show that the general-equilibrium effect 
of a shift from monopoly to competition is to 
improve the overall range of opportunities for 
the entire populace affected. In other words, the 
libertarian argument must parallel Pigouvian 
welfare economics and must dare to make inter- 
personal comparisons, not of different persons’ 
marginal enjoyments, but of changes in oppor- 
tunities. The minimum-corecion argument for 
Ordo shares, even if in slightly different form, 
the familiar problems which talk of “freedom” 
and “coercion” often seems designed to thrust 
aside. 

(4) If a monopolist is in a position to dis- 
criminate, he can also affect persons trading or 
wishing to trade with him by offering different 


power confers “excess” profits, a monopolistic firm 
is of course better able than the average firm to pay 
above-equilibrium prices and survive. The correla- 
tion between degree of monopoly and rate of profit 
is, however, very imperfect. 
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buyers and sellers different terms. This may have 
much more direct secondary effects than the 
repercussions usually considered in general-equi- 
librium theory; it may directly mean the dif- 
ference between business success and failure for 
the persons whom discrimination helps and 
hurts. But insofar as the extent of a monopolist’s 
control is concerned, the analysis required is the 
same as that in (3). Interpersonal comparisons 
and overall aggregations are involved. 

Pretty obviously, none of the quantitative 
reasoning in (1-4) goes far toward explaining 
why neoliberals look on monopoly as coercive 
and competition as not. Except perhaps in job 
markets, the special element in (1) is too un- 
important; that in (2) does not apply to multi- 
firm cartels and governmentally organized 
groups; the concepts of freedom and coercion 
in (3) call for interpersonal comparisons which 
need not lead to neoliberal conclusions; quanti- 
tative analysis in (4) is akin to that in (3). 
Identification of monopoly and private coercive 
power thus seems to reflect tautology (monopoly 
confers arbitrary power and arbitrary power by 
definition is coercive), failure to realize that (3) 
and (4) involve rather implausible interpersonal 
comparisons, and/or a belief that monopoly 
differs qualitatively, i.e., morally, from compe- 
tition. 

There is good reason to believe that this last 
is the major explanation. As Knight and others 
have pointed out,” most persons conceal a theory 
of justice when they talk of coercion; to “coerce” 
a man is to confront him with unfair alternatives. 
Moreover, much neoliberal argument refers al- 
most interchangeably to “coercion” and “ex- 
ploitation,” a term whose fundamental meaning 
derives from a theory of justice.” Analysis of 
monopoly as coercion, however, cannot avoid 
the problems of interpersonal comparisons by 
linking coercion to exploitation, unless the con- 
cept of exploitation itself does not involve such 
calculations. Most neoliberal references to ex- 
ploitation explicitly or implicitly define that evil 
as market or political action which makes income 
distribution diverge from a competitive pattern; 


* Frank H. Knight, Freedom and Reform (New 
York: Harper & Brothers, 1947), pp. 10-15. 

* See, inter alia, Walter Eucken, Grundsdtze der 
Wirtschaftspolitik, pp. 202, 273, 316, 322; Wilhelm 
Ripke, Die Lehre von der Wirtschaft, eighth ed. 
(Erlenbach-Ziirich: Eugen Rentsch, 1958), pp. 41- 
45; Wilhelm Répke, The Social Crisis of Our Time, 
pp. 102-105, 115-117, 183-184. 
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in other words, they involve a normative marginal 
productivity theory of distribution. Clearly, to 
the extent that this theory draws upon familiar 
value theory for the cardinal, psychic values 
which it assigns to different persons’ contribu- 
tions, all the vexing problems of Pigouvian wel- 
fare economics—including interpersonal com- 
parisons—again enter through the back door. 


Coercive Market Rivalry 


To identify monopoly as coercive power may 
seem much easier when the topic discussed is 
market rivalry rather than buyer-seller relation- 
ships. Price wars, preemptive purchases of sup- 
plies, and other devices employed to expel or 
exclude rivals all have the look of “force.” If 
merely he has adequate wealth and the law does 
not check him, a monopolist can employ his power 
to alter prices, outputs and inputs so as to “make” 
other persons adapt their plans to his, e.g., the 
death of one firm, the non-birth of another. But, 
as in the preceding section on buyer-seller re- 
lationships, inquiry into the exact meaning of 
statements makes the description of monopoly as 
coercion much less obvious. 

In what special sense do monopolists’ “coer- 
cive” tactics cause rivals to adapt their plans? 
Obviously, such tactics are not the only ways in 
which business firms can thwart rivals’ and 
would-be rivals’ intentions. Henry Ford expelled 
and excluded many rivals when he developed the 
Model T and sold it at prices which his com- 
petitors could not match. Firms already in the 
automobile industry died; potential newcomers 
adapted their tentative plans after estimating 
prices and costs. If “monopoly war” is coercive, 
but “productivity competition’ is not, the dis- 
tinction cannot be the tactics’ effects on rivals; 
exclusion and expulsion occur in both instances. 
Neither can the distinction relate to the funda- 
mental purpose underlying a firm’s action. Re- 
gardless of the tactics employed, that purpose 
may be higher profits, surer profits, the enjoy- 
ment of monopoly per se, delight in exclusion and 
and expulsion per se, or dislike of the injured 
parties. Indeed, the distinction which neoliberals 
and many others make between “coercive” and 
“noncoercive” tactics concerns the “reasonable- 
ness” of the means which firms employ. As in the 
theory of buyer-seller relationships, talk of “free- 
dom” and “coercion” veils a doctrine of fairness, 
rightness or legitimacy. To engage in “produc- 


* Leistungswettbewerb. 
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tivity competition” is regarded as utilization of 
one’s own rightful freedom; price wars and pre- 
emptive purchases are regarded as infringements 
of others’ rightful freedom. 

Thus there again arises the question of why 
these moral distinctions are made. Are certain 
tactics considered inherently fair and other in- 
herently unfair? Or do the categories of rightful 
and unrightful freedoms derive from a theory of 
the tactics’ overall results, i.e., from a theory of 
welfare economics? If the latter is the explana- 
tion, this part also of the minimum-coercion ar- 
gument for competition does not escape welfare 
economics’ vexing problems. 


Wealth as Arbitrary Power 


Moreover, talk of coercive market rivalry 
necessarily raises questions concerning the coer- 
cive power of wealth. Monopoly per se is not 
enough to exclude entry; witness Podunk’s lone 
hamburger stand. Indeed, wealth represents not 
merely a complementary, but also an independent 
source of arbitrary power, if that term be defined 
as it is above. The very meaning of wealth is 
that its holder, as a consumer (in the broad sense 
of that term), faces a great range of reasonably 
satisfactory opportunities—or, at least, such is 
the case unless needs grow proportionally or more 
than proportionally with net assets. If needs do 
not grow thus, a rich man’s power differs from 
a poor man’s in the same way that a monopolist’s 
differs from an atomistic competitior’s; he can 
make any choice within a wide range of alter- 
natives without ‘suffering a prohibitively high 
penalty. Whereas a monopolist’s power consists 
of his ability to vary his choice without suffering 
substantial monetary loss, a rich man’s power is 
the wide leeway which he enjoys because in- 
cremental monetary loss is not important.” 

Technically, of course, much of the rich man’s 
power can be identified with the monopolist’s 
because, by virtue of his wealth, he is a mo- 
nopolist in certain markets.” For example, he 
ean offer a limited number of jobs at high wages, 
he can higgle or pay first offer prices where 


* More specifically, it is the control, rather than 
the ownership, of wealth which confers this arbi- 
trary power. Analysis of corporate enterprise 
stresses this distinction. 

Similarly, monopoly power tends to confer 
above-average control over wealth. But, as has been 
stated above, the correlation between monopoly 
and wealth is very imperfect. 
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bargaining is possible, he can transfer trade 
among merchants and craftsmen. But the neo- 
liberal attack on monopoly is not so broad as 
to cover this variety. Their concept of maximum 
freedom specifically does not include maximum 
dispersion of wealth via all means that do not 
concentrate power to a greater extent, although 
it stresses maximum break-up of monopoly in 
the conventional, less inclusive sense of that term. 
Nor does a rich man’s arbitrary power consist 
solely of control over some prices and trade. In- 
deed, any property right confers power in a quite 
direct sense, if that term is defined as the ability 
to deal with other men without having to fear 
legal, market or other consequences. If a property 
owner tells other men to keep off, the law will 
support rather than punish him; and, at least 
in most circumstances, when an owner prevents 
others from encroaching on his property, he pro- 
tects rather than injures his economic status. 
The very essence of property is private coercive 
power buttressed by the law. Thus unequal dis- 
tribution of property means unequal distribution 
of power of this kind. 

True, property by itself does not confer arbi- 
trary power in contractual negotiations; but to 
restrict analysis of coercion and arbitrariness to 
contractual negotiations is to commence the anal- 
ysis with the qualitative and quantitative distri- 
bution of property taken for granted. Not only 
does this beg a major part of the question of free- 
dom in human relationships, but it is contrary to 
the basic logic of neoliberal reasoning, which re- 
jects many varieties of property rights, i.e., in 
slaves, monopolistic franchises, and job prefer- 
ences. The cause of freedom, they say, requires a 
careful examination of the kinds of property 
which law allows and the rejection of those kinds 
which hurt rather than help the cause. Presuma- 
bly, if the analysis of freedom requires qualitative 
inquiry concerning property rights, it requires 
quantitative inquiry also, since each property 
right, regardless of its nature, restricts the non- 
holders’ legal freedom and adds to the holder’s 
arbitrary power. The community’s inability to 
enjoy a rich man’s estate as it would like may be 
a much more irksome imposition than the higher 
prices they have to pay because of a supplier’s 
monopoly of some good. A “no trespassing sign” 
may cause men more substantially to adapt their 
plans to the “coercer’s” than “monopoly war.” 
Whether unequal distribution of wealth or un- 
equal distribution of market position represents 
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the greater concentration of arbitrary power, de- 
pends on the circumstances. 

Very likely, the neoliberals’ association of ar- 
bitrary power with monopoly but not with 
wealth, derives in part from their decision to 
keep market reform and the redistribution of 
wealth separate; only questions of the former 
type are labeled questions of freedom and coer- 
cion. Very probably it also derives in part from 
two emphases common in economic analysis, 
i.e., emphasis on monetary as distinct from psy- 
chic gains and losses, and on the behavior of 
prices. The latter seems to be especially sig- 
nificant. As is indicated above, the power to alter 
price looms very large in Euchen’s and other 
West German libertarian thought. Stress on it 
serves to merge analysis of freedom with familiar 
welfare economics, hence to make “maximum 
freedom” and “maximum efficiency’™ almost 
interchangeable. But, just as wealth differentials 
create problems for welfare economics, so they 
create problems for libertarian analysis of “ar- 
bitrary power.” Merely the question of inter- 
personal comparisons takes on a new form. 
Among pertinent subquestions are: Does aggre- 
gate coercive power within the economy rise or 
fall when new or newly strengthened monopoly 
disperses some of the arbitrary power represented 
by great wealth? Does such a development bring 
society closer to, or farther away from, Eucken’s 
ideal state in which power is maximally dis- 
persed, the dependence of each is the interde- 
pendence of all, and no one has the power to 
command? Neoliberals do not look on “counter- 
vailance” as an appropriate means of redistribut- 
ing either wealth or power but their reasoning 
does not supply an answer to this question. 


COERCIVE OFFICIAL POWER AND COERCIVE 
OFFICIAL ACTION 


Analysis in the preceding pages concerns the 
reduction of coercive private power and the prob- 


“When welfare economics’ “maximum eff- 
ciency” is treated as a utilitarian optimum, it can 
be succinctly defined as “maximum weighted satis- 
faction,” with the relative weights assigned to dif- 
ferent persons’ increments of satisfaction made de- 
pendent upon the relative heights of those persons’ 
monetary demands. The “new” welfare economics’ 
“maximum efficiency,” of course, is not a utilitarian 
optimum. Policy-judgers who restrict themselves 
to the weak-welfare principle cannot say whether 
measures which decrease “efficiency” but redistrib- 
ute income, decrease or increase total satisfaction. 
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lem of comparing increments and decrements of 
private power that result from various govern- 
mental policies. Neoliberal teachings, however, 
resemble their “paleoliberal” ancestors in that 
they picture coercive official power as freedom’s 
greatest enemy, and support only those govern- 
mental measures which they believe reduce the 
realm of legal freedom less significantly than they 
add to the areas where man is free from coercive 
private power. If, with Eucken, one describes 
freedom as the maximum dispersal of coercive 
power, a central question is: What functions 
assigned to government represent less coercive 
power than the private coercive power which 
these governmental functions eliminate? If one 
stresses the exercise rather than the existence of 
coercive power, the question becomes: What 
official restrictions and compulsions represent 
less coercive action than the private restrictions 
and compulsions they prevent? 

In their analysis of private coercion, neolib- 
erals pay more attention to the existence of coer- 
cive power than to its exercise. They dislike mo- 
nopoly even when the monopolist behaves 
benevolently. Similarly, in their attacks on inter- 
ventionist and socialist policies, they often stress 
the concentration of power which an interven- 
tionist or socialist government represents. Their 
writings, however, do not clearly say precisely 
what state power consists of, or how interven- 
tionist and socialist policies increase this con- 
centration. Inquiry into the nature of state power 
shows that argument in terms of official coercive 
power tends to confuse at least as much as to 
enlighten, and that analysis is clearer when the 
central concept is coercive official action. Analysis 
in terms of coercive power is confusing because 
of the different degrees of power possessed by a 
sovereign, a constitutionally restricted legislature 
and a legislatively restricted administration. 

When neoliberals say that interventionist and 
socialist policies increase coercive state power, 
presumably they do not refer to the coercive 
power possessed by an ultimate sovereign. What- 
ever form a sovereign takes—if it takes any form 
at all—its coercive power is initially absolute, 
hence cannot be augmented. Neither can the 
neoliberals logically have basic legislative power 
in mind. A legislature’s basic power does not de- 
pend upon its policies; rather, its power governs 
the range of the policies it can pursue. The 
British Parliament, for instance, does not possess 
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greater coercive power today than it did some 
decades ago (although the House of Commons 
does). Merely it exercises its power in different 
ways. To some catent, this is also true of the 
United States Congress, which could have pur- 
sued somewhat more interventionist policies, had 
it so wished, before the New Deal—and which 
could today pursue more interventionist policies 
than it does, if it so wished. Moreover, a con- 
stitution can limit a legislature’s powers in such 
a way that an additional grant of discretionary 
authority leads to more liberal policies than the 
reverse. Insofar as a constitution provides for 
specific restrictions, only the ultimate sovereign 
is coercive; the legislature is merely an agent. 
But to the extent that the constitution merely 
allows restrictions, the legislature possesses coer- 
cive power; it coerces whenever it does not push 
restrictions down to the minimum constitutional 
level. 

The same general logic, of course, applies to 
legislative limits on administrators’ powers. 
Much interventionist legislation gives adminis- 
trators virtually no independent power: e., 
commodity taxes, statutory minimum fwage rates, 
statutory support prices. Some liberalizing legis- 
lation increases the range of administrative dis- 
cretion, e.g., acts which allow executive agencies 
to lower tariffs or remove exchange restrictions. 
The degree of administrative discretion need not, 
and fairly often does not, march hand in hand 
with the degree of governmental coercion of 
private behavior. 

What, then, is the substance of the neoliberals’ 
charge that illiberal policies increase coercive 
state power? Apparently the increased concen- 
tration of power to which they refer consists of: 

(a) New legislative authority via constitutional 
changes which repeal or modify clauses guaran- 
teeing various legal freedoms or prohibiting vari- 
ous governmental actions. 

(b) New administrative authority to add to 
(not subtract from) compulsions and restrictions. 

(c) Political weapons which are available for 
legislators, administrators und political parties 
when persons hope for favors, or fear disfavors, 
through political channels. 

But, as is indicated above, (a) is irrelevant for 
those countries whose constitutions do not forbid 
more illiberal policies than those already pur- 
sued; and more liberal as well as less liberal 
legislation can add to administrators’ discretion- 
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ary authority. Thus argument along the lines of 
(a) and (b) is clearer when it speaks of coercive 
action which interventionist and socialist policies 
represent, rather than, the increases in coercive 
power which they bring about. State power is 
either absolute (as in the case of the ultimate 
sovereign) or is irregularly associated with liberal 
policies (in the case of constitutionally restricted 
legislatures, legislatively restricted administra- 
tions, and legislative-administrative combina- 
tions). Moreover, as long as legislators possess 
discretionary power—and constitutional restric- 
tions on their power cannot be complete—poli- 
ticians can try to use that power for political 
advantage, and their manner of use need not be 
interventionist or socialist. The political weapons 
mentioned in (c) result from a political atmos- 
phere rather than from the liberal or illiberal 
nature of the policies pursued. Victorious po- 
litical parties (or chieftains) can reward and 
punish by lowering taxes, decreasing expendi- 
tures and removing restrictions as well as by 
pursuing the opposite policies. 


Coercive Official Action 

A turn from coercive power to coercive action 
as the center of attention takes analysis back to 
a previously stated question: What official re- 
strictions and compulsions represent less coer- 
cive action than the private restrictions and 
compulsions which they prevent? Or, when the 
question is directly addressed to neoliberal teach- 
ings: What logic shows that the official coercions 
represented by Ordo eliminate more coercive 
private actions, whereas other official coercions 
do not? More specifically: Why do illiberal poli- 
cies™ represent net additions to coercion? Why 
do antimonopoly measures and police protection 
of private property represent the opposite? 

The neoliberals’ answer to the first of these 
more specific questions is clear. Ordo plus a few 
special measures, they say, reduce private coer- 
cion to trivial proportions; hence any additional 
state coercion would necessarily curtail overall 
freedom. The logic of this answer of course de- 
pends upon all the considerations mentioned 
above in the discussion of coercive private power. 
As that discussion points out, neoliberal analy- 
sis of private coercion tends to be a varying 
blend of different elements, including a theory of 
welfare economics (with implicit interpersonal 


e., policies which neoliberals consider illiberal. 
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comparisons), a theory of justice, rightness or 
legitimacy, and a Mises-type concept of arbi- 
trary power (also logically requiring inter- 
personal comparisons). To some critics, at least, 
the argument that Ordo plus a few special meas- 
ures reduce private coercion to a minimum must 
appear to be either tautological or false. 

The neoliberals’ most nearly explicit reason 
for believing antimonopoly measures to be less 
coercive than the private infringements of free- 
dom which they prevent, is that adequate anti- 
monopoly policy can be compatible with the 
“rule of law,” hence need not involve arbitrary 
power, whereas monopoly itself is arbitrary 
power.” This, too, is hardly a satisfactory ex- 
planation, since antimonopoly measures must be 
discretionary in the same sense as much legisla- 
tion which the neoliberals bitterly oppose, e.g., 
statutory import duties, support prices and 
minimum wage rates. A distinction between anti- 
monopoly measures and interventionist statutes 
on the ground of “arbitrariness” implies some 
moral teaching or theory of welfare economics 
from which the judgments of “arbitrary” and 
“non-arbitrary” are derived. As is indicated 
above, the implicit argument in some pleas for 
antimonopoly laws seems to be that such meas- 
ures decrease the scope of monopolists’ and 
would-be monopolists’ action less than monopo- 
lists would otherwise curtail the range of other 
persons’ opportunities. 

With respect to the laws of property, torts, 
etc., the neoliberals say very little other than 
that private coercion would be ever present in 
an anarchical society. They do not consider the 
effects of incremental reductions in property 
rights, except insofar as competitive markets, 
free opportunity for labor and free opportunity 
for enterprise require such reductions. State pro- 
tection of any private property is coercion, how- 
ever, and, as neoliberal analysis of monopoly 
itself indicates, an existing pattern of such core- 
cion need not be the one which balances official 
and private corecion at the margin. It is at least 
conceivable that less overall coercion would result 
if the state would withdraw certain coercive pro- 
tections and allow the public generally to utilize 
various categories of land and buildings which 
were earlier privately owned. In other words, 
the policing required to keep order on communal 


* See, inter alia, Walter Eucken, Grundsdtze der 
Wirtschaftspolitik, pp. 48-53. 
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lands may be less coercive than that required to 
protect the land as private property. 

Similarly, extensive property redistribution 
may make state protection of property rights on 
balance less coercive. As the section on Wealth 
as Arbitrary Power points out, before redistribu- 
tion the chief effect of police protection may be 
to restrain the masses while allowing the few to 
exercise a high degree of arbitrary power. After 
redistribution, the chief effect of police protec- 
tion may be to enable an orderly existence. A 
more general conclusion here is that, as neo- 
liberal analysis of monopoly itself implies, a 
constitutional guarantee of various private rights 
may either increase or decrease overall freedom ; 
whether it has the former or the latter effect 
depends upon the nature and distribution of the 
rights which are guaranteed and upon the extent 
of state coercion which the guarantee implies. 
This conclusion applies quite generally, not just 
to private rights incompatible with Ordo. 


Economic Measures as Political Weapons 


The immediately preceding discussion has ig- 
nored the argument referred to under (c) above, 
ie., that illiberal policies give legislators, ad- 


ministrators and political parties weapons which. 


they can use to protect and increase their po- 
litieal power. The extensive property redistribu- 
tion just mentioned could, for instance, be just 
such a weapon. But to regard only non-Ordo 
policies as potential political weapons is to take 
a one-sided view. History provides many ex- 
amples of political power based on protection of 
property rights. As is stated above, victorious 
political parties (or chieftains) can reward and 
punish by lowering taxes, decreasing expenditures 
and removing restrictions as well as by pursuing 
the opposite policies. Whenever the political at- 
mosphere is such that strategic groups (or 
leaders) look to the government for help in pro- 
tecting or improving their economic positions, 
economic policy is potentially a political weapon, 
regardless of the exact nature of the policy 
which helps some and injures others (or is be- 
lieved to have these effects). 


“Opponents of income redistribution via pro- 
gressive taxes, social services, agricultural support 
prices, etc., sometimes speak of such political re- 
distribution as corrupting the populace. But pre- 
sumably policy makers can also corrupt voters (al- 
though perhaps a smaller number) via opposite 
measures, or even by opposing further increases in 
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Thus the way to prevent political exploitation 
of economic policy is somehow to create such an 
atmosphere that strategic groups (or leaders) 
do not believe that political change will have im- 
portant economic consequences. Neoliberal poli- 
cies will achieve this if, and only if, their en- 
actment persuades all strategic groups that such 
policies will continue to prevail, regardless of 
who enacts and who enforces the laws. A con- 
stitution requiring Ordo’s official coercions and 
forbidding all others will keep economic policy 
from being a political issue only if no strategic 
group attempts to change the constitution. If dis- 
like of the constitution is sufficiently great, and 
if the barriers to changing it are also sufficiently 
great, a constitution embodying Ordo (or any 
other economic system) takes economic policies 
out of ordinary politics only at the risk of violent 
revolution. 

Moreover, general agreement on Ordo policies 
is not the only means for keeping economic policy 
from being a political issue. General agreement 
on specific interventions, welfare state policies 
and socialist measures will do the same. Thus, 
in the United States both major parties endorse 
a host of roughly similar illiberal policies, with 
the result that neither one can exploit the voters’ 
related hopes and fears and entrench itself in 
power. In Britain and Scandinavia, various wel- 
fare state and socialist measures similarly ap- 
pear to be virtually out of the range of partisan 
politics. Doubtless general agreement on Ordo 
would reduce political exploitation of economic 
policy more than common acceptance of inter- 
ventionist or socialist principles, since agreement 
on the latter could hardly extend to all significant 
legislative details. Indeed, general acceptance of 
Ordo is easier to conceive than general acceptance 
of even the major features of alternative pro- 
grams, since the relationship between govern- 
ment policy and the distribution of economic wel- 
fare is not so obvious under Ordo as under other 
systems. But this is not to say that, in most 
countries, within the foreseeable future, a move 
toward Ordo is the most effective way to reduce 
the significance of economic policy in political 


top-bracket taxes, social services and support prices. 
What is, and what is not, corrupting depends largely 
on attitudes; and a “conservative’s” political de- 
fense of his income position may be just as hypo- 
critical or as rationalized as a “radical” interven- 
tionist’s attempt to better his income position 
through political means. 
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struggle. In quite a few countries, including the 
United States, very probably the opposite would 
be the result. Strategic groups would become 
more hopeful (fearful) of gains (losses) through 
political action, and political leaders could more 
easily exploit such hopes (fears) for their own 
purposes. 

Whether, for the sake of human freedom, 
public opinion should generally endorse Ordo, 
is of course a different question, and perhaps a 
more suitable one in the context of this paper. 
For certain purposes, it is better to disregard 
the unlikelihood of some action (e.g., general ap- 
proval of Ordo) while stressing the unlikelihood 
of other action (e.g., legislators’ not using eco- 
nomic policies as political weapons).” But, as 
preceding pages have indicated, other analysis 
of freedom and coercion provides no convincing 
reasons why Ordo policies would minimize over- 
all coercive action; and the fact that economic 
policy can be a political weapon does not require 
substantial change in the preceding pages’ con- 
clusions. Before much significance can be attached 
to this fact, argument must demonstrate that 
the political use of moves away from Ordo must 
outweigh the libertarian gains which might di- 
rectly result. 

To demonstrate this, argument must in turn 
somehow provide estimates of: (i) the extent 
of libertarian gain or loss directly resulting from 
a shift away from Ordo, and (ii) the increments 
and decrements of coercion resulting from dif- 
ferential political exploitation of various possible 
economic policies. As is pointed out above, neo- 
liberal writings do not provide (i), and analysts 
who make rather egalitarian interpersonal com- 


* Any social theory explicitly or implicitly as- 
sumes that, for purposes of analysis, some types of 
behavior shall be considered as possible and other 
types of behavior as impossible, some responses 
may be effected and others may not. Thus, when 
expounding a theory of economic policy, most 
economists usually assume that market behavior 
will remain within narrow channels (will not re- 
spond greatly to moral and patriotic exhortations) 
but that political behavior can take almost any 
form. The analyst’s selections of these “can’s” and 
“cannot’s” seem to depend in part on customary 
usage, in part on the precise purposes of his analy- 
sis, and in part on moral limits which he feels he 
should observe. What on the surface appears to be 
a difference between two analysts’ positive theories 
may result from different purposes underlying the 
analvses or from different moral codes. 
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parisons or who do not believe that vigorous 
competition is sweepingly achievable may easily 
conclude that neoliberal policies leave aggregate 
coercion well above an achievable minimum.” 
Understandably enough, neoliberal writings do 
not even attempt to provide the intricate, ex- 
haustive political analysis which (ii) requires. 
The questions which (ii) involves extend far be- 
yond the issues usually debated in writings on 
economic policy and freedom, and require de- 
tailed consideration of a host of policy differences 
in a multitude of environments. 


CONCLUSIONS. ORDO AS A SAFETY DEVICE. 
POLITICAL REALISM 


Because of the weaknesses mentioned above, 
the argument that Ordo embodies less coercion 
than various moderately interventionist systems 
is not impressive. The alleged superiority of 
Ordo to such alternatives rests upon interper- 
sonal comparisons which can hardly be defended, 
upon moral teachings that are, at best, contro- 
versial, and/or upon political hypotheses un- 
supported by political studies. The interventions 
which the paper’s reasoning supports, however, 
are not a standard, but rather a varying, pattern, 
with their suitability depending upon the circum- 
stances. Thus the paper’s conclusions in effect 
invite analysis of a somewhat different neo- 
liberal argument for trying to inculcate great 
respect for Ordo,” i.e., the political-realism thesis 
that, when policy makers feel free to adjust 
policies to specific circumstances, special plead- 
ing, rationalization and short-sightedness reign.” 
Like various other political-realism arguments, 
the thesis is worthy of careful study. The issues 
involved are rather intricate, however, and in- 
clude the political-realism merits of preaching 
as well as adopting the debated economic policies. 
This paper makes no attempt to answer the host 
of necessary questions. 


™ What is an achievable minimum, however, de- 
pends in part on considerations mentioned below 
in connection with “Ordo as a Safety Device.” 
Also see above, footnote 25. 

* It is important to notice that the argument con- 
cerns, not the relative merits of different economic 
policies, but rather the relative merits of preaching 
different economic policies. 

* See, inter alia, Walter Eucken, Grundsdtze der 
W irtschaftspolitik, pp. 6-11, 15-18, 94, 195, 241-245, 
335-337, 345. 
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You propose to enable ...the Secretary of the 
Treasury ...to purchase said stocks at their ‘market 
value’.... Why to purchase it [sic] at the market 
value, you make your Treasury Department a 
broker! And I shall move that ‘market value’ be 
stricken out, and ‘par value’ be substituted.... 
There is no reason why this engine of corruption 
should be placed in the hands of any party, or any 
officer in any department of the Government” 


Many historians of American monetary policy 
have deplored the fact that the Second Bank of 
the United States was struck down by Andrew 
Jackson in the middle 1830’s. Most professional 
opinion agrees that the Second Bank was well on 
its way to becoming a full-fledged central bank, 
and that with its demise centralized monetary 
policy disappeared until the Federal Reserve 
System started operations in 1913.’ 

The theme of this paper is that centralized 
monetary and banking policy could not and did 
not remain vacuous; that policies emerged al- 
most as soon as the Second Bank was neutralized 
in 1836; and that the institution of the In- 
dependent Treasury as it developed prior to 
the Civil War anticipated most of the monetary 
policies more lately practiced by the Federal 
Reserve System. 

I. EARLY MOVEMENTS TOWARD AN 
INDEPENDENT TREASURY 


Sentiment favoring an Independent Treasury 
was voiced in Congress as early as 1834 when 


* Further documentation and elaboration of some 
points in this paper will be found in a doctoral 
dissertation by the author. See Treasury Monetary 
Policies from Jackson to Lincoln, 1959, University 
of Chicago microfilm. 

*From a speech by W. F. Giles of Maryland in 
the House of Representatives, January 21, 1847. 
Congressional Globe, 29th Cong., 2nd Sess., p. 228. 

* See, for example, George W. Dowrie, American 
Monetary and Banking Policies (New York: 
Longsman, Green and Co., 1930), pp. 137 and 220; 
Horace White, Money and Banking, 6th ed. (Bos- 
ton: Ginn and Co., 1936), p. vii; Margaret G. 
Myers, The New York Money Market, Vol. 1 
(New York: Columbia University Press, 1931), 
pp. 174-200; Bray Hammond, Banks and Politics 
in America (Princeton, N. J.: Princeton University 
Press, 1957), pp. 542-45. 
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William F. Gordon of Virginia, an anti-Jackson 
Democrat, offered the plan both because he 
opposed the general increase in power of the 
Executive branch under Jackson, and also be- 
cause he wished “to make those who received 
the revenue the agents for its custody ...and 
also for its disbursement.”* Gordon’s proposal 
lost by a vote of 33 to 161 in spite of the favor 
it received from the intellectual “hard money” 
Democrats, such as Senator Thomas Hart Ben- 
ton and William M. Gouge, an influential Treas- 
ury official.* 

Again in 1835, R. T. Gamble of Georgia tried 
to put forth the same proposal, but his reso- 
lution was also rejected.’ Congressional senti- 
ment leaned toward a trial for the state bank 
depository system; but as events in the later 
1830’s showed that this system had only “fair 
weather stability,” the Independent Treasury 
finally won by default in 1846. 

The Deposit Bank Act of June 23, 1836, was 
passed in lieu of an independent treasury, and 
by its provisions permitted selected state banks 
to assume the custodial role of the government’s 
funds.” Congress tried to meorporate banking 
regulation in this Act in order to prevent both 
executive autocracy over the purse and com- 
mercial bank inflation of the credit structure. 
For the first time in the financial history of the 
United States, a minimum legal reserve re- 
quirement that would have effectively restrained 
commercial bank credit expansion was on the 
verge of becoming a law. Daniel Webster in the 


* Niles, Register of Debates in Congress (here- 
after referred to as “RDC"), 23rd Congress, Ist 
Session, p. 4641. 

*See William M. Gouge, A Short History of 
Paper Money and Banking in the United States 
(Philadelphia, 1833). The “hard money” men, in 
contrast to Gordon, favored the scheme because 
they honestly wished the Federal government to 
operate independently of all banks. Gouge’s in- 
fluence was profound and will be treated more fully 
elsewhere. 

* Niles, RDC, 23rd Congress, 2nd Sess., p. 1284. 

"This Act simply legalized what had already 
taken place in the absence of any prescription by 
Congress with respect to the custody of govern- 
ment funds. 
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Senate initiated the measure which required 
that the deposit banks hold at least 20 per cent 
of all “responsibilities and notes” in specie;* 
and in the House, Horace Binney made the same 
proposal. After passing both Houses of Con- 
gress, however, the bill came up for “reconsider- 
ation” upon the motion of James Polk; and as 
the enormity of such a restriction impressed 
itself on the legislators, their sober second 
thoughts were to delete such a politically un- 
palatable measure and to substitute in its place 
one which called for regulation of the de- 
posit banks at the discretion of the Secretary 
of the Treasury.” Levi Woodbury, Secretary at 
that time, never used the disciplinary power 
Congress by default had given him; so the 
state depository banks expanded credit in 1835- 
36 as if they were commercial banks, which they 
were, rather than restraining credit as if they 
were a central banking system, which they were 
not but should have been.” 

When the state depository bank structure 
coliapsed in 1837, the intellectual group of “hard 
money men” favoring an independent treasury 
was joined by a second force of disillusioned “pet 
bank” supporters. This alliance was able by 
1846 to sustain the Independent Treasury Act, 
but not before the Whigs had made one more 
attempt to reinstitute a “national” bank in 
1841.” 

In fact, the Independent Treasury did not 
begin operations simply upon the enactment of 
a statute, but gradually developed as a result 
of successive failures of the state bank de- 
pository system in conducting the monetary 
mechanics for the government during the later 
1830’s. When the state bank depositories were 
paying specie, that is, were not operating on a 
“suspended” basis, their notes, specie, and 


* Niles, RDC, 23rd Cong., 2nd Sess., pp. 621-30 
and 721 

Ibid., p. 1349. 

*” Niles, RDC, 24th Cong., Ist Sess., p. 1599. Silas 
Wright, who was the author of the discretionary 
clause, said: “We should, as far as may be in our 
power, so regulate that use [of banks] as to pro- 
mote, not to disturb, the great moneyed interests of 
the country.” Jbid., p. 1612. 

“For a more detailed discussion of this episode, 
see my “Specie Circular and Distribution of the 
Surplus,” Journal of Political Economy, April, 
1960. 

“The whole complex of nineteenth century 
Whig monetary policy is a subject I shall treat 
more fully in a separate paper. 


Treasury notes were by law all payable and 
receivable in government transactions. When the 
state banks were not paying specie, as was the 
case in much of the late 1830’s, only Treasury 
notes and specie were acceptable by law, and, 
of course, banks that did not pay specie on 
demand could not qualify as government de- 
positories. Therefore, while the state bank de- 
pository system was operating properly, no 
immediate depository problems or monetary exi- 
gencies called for a change in that system; and 
when the state bank system defaulted, the gov- 
ernment was practically operating on an inde- 
pendent treasury basis anyway. Only after ap- 
proximately ten years of this makeshift system 
did a majority of Congress and a Democratic 
Administration coincide in establishing the In- 
dependent Treasury de jure. 


Il. THE TREASURY AND TREASURY NOTES 


Even before the Independent Treasury was 
defined legally, the Treasury department had 
been active in promoting monetary policy. Start- 
ing in 1837 and for many years thereafter, 
Treasury note issues were authorized by Con- 
gress to provide the government with funds.” 
These notes had slightly different characteristics 
form one issue to the next. Sometimes they bore 
interest, and sometimes not. Usually they were 
not reissuable, but they were legal tender for 
all debts due the government, and were gener- 
ally regarded and used as a currency. Henry 
Clay, the eminent Whig Senator, saw the meas- 
ure authorizing the notes in 1837 as one which 
would turn the government into a bank “with 
Mr. Woodbury [the current Secretary] as the 
great cashier.” 

In 1840 in debate over a similar bill, Daniel 
Webster, also a leading Whig in financial affairs, 
asserted that Woodbury had been depositing the 
notes in the state banks still used as depositories 
and checking against the account thus created.” 
Such a practice was a nineteenth century equiv- 
alent to the maneuver engaged in by treasuries 
when they sell securities to central banks. A 


* The government’s primary source of income, 
tariff revenues, became progressively smaller in the 
late 1830’s. Since the deficits which arose were 
optimistically labeled “temporary,” a “temporary” 
debt was authorized to finance them. 

“ T.H. Benton, Thirty Years View, Vol. II (New 
York: Appleton Co., 1854-56), p. 33. 

* Congressional Globe, 26th Cong., Ist Sess., 
Appendix, p. 305. 
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deposit must be distinguished from a sale. A 
deposit implied that the banks and Treasury 
were willing to treat the notes as liquid, pri- 
mary reserves on which the banks could ex- 
pand credit. A sale would have implied much less 
of an imputation of liquidity on the part of both 
parties; the Treasury notes would have been 
regarded in the latter case as an income-earning 
asset in competition with other income-earning 
assets held by the banks, and would have been 
conducive to an augmentation of credit only if 
the banking system had held “excess” reserves.” 
Since the notes had also been deposited in banks 
by the general public, prohibition of similar 
action by the Treasury was incongruous. 

As a result of Webster’s protest, the Senate 
sent special inquiries to Woodbury asking 
“whether Treasury notes, bearing interest, have 
been deposited in banks for the purpose of 
raising a credit to be drawn against by the Treas- 
ury Department.” The essence of Woodbury’s 
replies was that the Treasury notes had been 
utilized as a fiscal expedient since 1837. When 
the notes could be sold to the banks for specie, 
the interest rate they would bear was five or six 
per cent. Otherwise the notes were issued as 
currency, at infinitesimal rates of interest.” 

Woodbury also pointed out that the Treasury 
Department had discretion over the rates at 
which the notes were issued and that the rates 
had been changed from time to time “so as to 
accommodate the state of the money market 
and the condition of the currency, as well as 
to sustain the publie credit.”"” He then gave 
statistics for the issues made during the three 
years 1837-39. Out of $19.75 million issued, 
$7.78 million had been either sold or issued to 
banks at interest, and $11.79 million had been 
issued as currency.” Interestingly enough, $7.44 


“ An amendment to the Treasury note bill was 
subsequently offered in the House, and would have 
prohibited the Secretary from engaging in this prac- 
tice, but it failed to pass (69-90). Congressional 
Globe, 26th Cong., Ist Sess., p. 293. Congressmen 
apparently felt that such inflationary impetus at 
this time (1840) would be helpful. 

"U.S. Senate Document 859, Vol. VI, 26th 
Congress, Ist Sess. (March 25, 1840), and U. S. 
Senate Document 476, Vol. VII, 26th Congress, 
Ist Sess. (May 19, 1840). Woodbury’s reply to 
the March request was unenlightening and unde- 
tailed, so another request was made in May. 

"US. Senate Document 476, Vol. VII, p. 4. 

Ibid., p. 6. (Italics mine.) 

“Ibid. Table A, p. 9. 
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million (almost 40 per cent) of the total amount 
emitted during the three year period were ex- 
pended in the second quarter of 1838 just before 
the resumption of specie payments in May of 
that year. 

Woodbury also made available some corre- 
spondence he had had with a Treasury agent in 
New York in April and May of 1838. The agent, 
John Barney, wrote that he could not get specie 
for the notes in New York, but that he was sure 
he could get $5 million from the Bank of England 
and $5 million from the Bank of France. Ob- 
taining the specie from abroad, he thought, 
would “prevent the whole ten millions [of securi- 
ties] being brought into market here, to absorb 
all the floating capital [specie], and increase dis- 
tress." Then on May 20, 1838, Barney wrote 
that since the new Treasury note act would 
probably pass Congress that day, “there is a 
constant demand for six per cent Treasury notes 
in exchange for specie, at par,”™ and all of the 
notes were subsequently floated to banks on 
“special deposite” at 6 per cent. 

In what regard the banks held the Treasury 
notes, and how many of the non-interest bear- 
ing notes they held as reserves, are questions 
that are hard to answer. Woodbury made public 
an exchange between himself and John Brocken- 
brough, President of the Bank of Virginia, that 
took place in early 1839. Woodbury had offered 
Brockenbrough some of the current listing of 
Treasury notes at 6 per cent, with redemption 
anticipated in about six months. Brockenbrough 
had said that his bank could not accept the offer 
unless the notes could be used if necessary “to 
meet the reflux of our circulation,” that is, 
unless the notes could be used as bank reserves. 
Woodbury said that they could not be so used 
and would have to be held to maturity, thus 
indicating that he would not sanction deposit of 
the notes.” But even if the interest-bearing notes 
were not permitted to serve as reserves, they still 
may have possessed a high coefficient of liquidity 
since they earned a high interest rate and were 
short-term. Of course, the notes issued at nomi- 
nal interest rates (.1%) were used both as bank 
reserves and currency. 

The fact that Congress recognized the liquid 
potential inherent in the Treasury note author- 
izations, especially the leverage these notes 


"TIbid., Table C, p. 21. 


* Tbid., p. 22. 
* Tbid., p. 89. 
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might have exerted through the banking system, 
is comment enough on the position the Treasury 
now held. Only Woodbury’s ambivalences over 
the Treasury’s role in monetary affairs—his 
general “mugwumpism”—prevented the Treas- 
ury from assuming central banking functions of 
a more obvious bent. 

In 1841 several opinions by Whig leaders 
in the House of Representatives over subsequent 
Treasury note bills focused the Treasury’s mone- 
tary position even more sharply. Daniel D. 
Barnard of New York objected that under the 
Treasury note act proposed for that year “... 
paper may be issued designed to become, and 
which would become, a common medium of pay- 
ment and circulation between the Government 
and its creditors and debtors, and, as far as it 
would go, a common money medium in circula- 
tion in the community.’”™ 

John C. Calhoun, a leader in Congressional 
monetary thought, had earlier voiced the opin- 
ion contrary to “conservative” sentiment that: 
“Whatever the Government receives and treats 
as money, is money; and, if it be money, then 
they have under the Constitution the power to 
regulate it.”"" He expressed himself in favor of 
Treasury note authorizations as he felt “that 
the elements of a true and stable currency... 
would be found to consist partly of gold and 
silver, and of paper, resting not on the credit 
and authority of banks, but of the Government 
itself.”™ 

Even the Whigs found themselves forced to 
rely on Treasury notes after their last attempt 
to establish a Fiscal Bank in 1841. Walter For- 
ward, Secretary of the Treasury in 1841-43, 
wrote a special message to the House Committee 
on Ways and Means in January, 1842, calling 
for a Treasury note issue.” Then John Spencer of 
New York, Forward’s successor, issued a rela- 
tively small amount of Treasury notes in 1844 
with a convertibility feature. That is, the notes 
were convertible into specie at par at either 
depository in New York City. The fact that the 


“Congressional Globe, 26th Cong., 2nd Sess., 
p. 227 (Jan. 18, 1841). 

*Niles, RDC, 23rd Cong., Ist Sess., p. 219. 

* Congressional Globe, 25th Cong., 2nd Sess., 
p. 386. 

* House of Representatives, Doc. *29, 27th 
Congress, 2nd Sess., Letter from the Secretary of 
the Treasury to Chairman of House Committee 
on Ways and Means On the Necessity for an Issue 
of Treasury Notes. 


notes were payable on demand, and not after 
some intervening time period, gave explicit 
promise that they were not issued in anticipation 
of tax payments but were simply an issue of 
paper money. The Committee of Ways and 
Means in the House condemned Spencer’s action 
on the obvious grounds that the Treasury had 
no need to issue notes if specie was available 
in the first place, and that such an issue could 
only be regarded as an unconstitutional emission 
of paper money.” 

The evolution of Treasury note issues demon- 
strated that when Treasury notes were author- 
ized by Congress in order to cover a government 
deficit, the Independent Treasury came to have 
all the earmarks of a central bank of issue. The 
question of whether it was structured with an 
intention on the part of its sponsors to conduct 
monetary policy or not becomes largely aca- 
demic.” Given (1) international specie stand- 
ards, (2) a fairly rigid volume of government ex- 
penditures, (3) tariff revenues that were highly 
elastic with respect to domestic money income 
and (4) government revenues that were an ap- 
preciable fraction of national money income, 
two stabilizing monetary forces (analogous to 
the “couple effect” in mechanics) would act 
on the economy. Assume, for example, a decline 
in the internal price level of the country. A 
favorable balance of trade would arise contrib- 
uting to an inflow of specie, although long-term 
credits granted by the (now) creditor country 
would—and frequently did—ameliorate such a 
process.” In addition, the decline in the internal 
price level and concomitant proportionally 
greater decline in tariff revenues would result in 
a fiscal deficit to the government. The debt 
created by the government to meet such a deficit 
would generally consist of liquid assets. Treasury 
notes were certainly as liquid as specie, and even 
long-term bonds if sold to the banks would also 
generate credit (bank deposits) of a high liquid- 
ity coefficient. Putting together the metallic- 
standard-effect and the government-deficit- 
effect, buoyancy in the economy would be 
experienced when a low absolute volume of 
imports combined with a large surplus in the 


* J. J. Knox, United States Notes, 2nd ed., rev. 
(London: T. Fisher Unwin, 1885), p. 52-62. 

* But see below for the manner in which an en- 
lightened “third force” regarded the leverage pos- 
sibilities of this agency. 

™In 1839-41 most notablv. 
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TABLE I 
Tue Srock or Money, Feperat Fiscau 
BALANCES AND THE PRICE LEVEL FOR 
YEARS 
(All figures except prices in $1 millions. Values for 
prices and money stocks are as of January 1, 
and Treasury deficit or surplus for calendar 


year.) 

| State | 

| Bank Specie [Treasury | Treasury | price 
Wear Notes lin Banks | |'Surplus (4) | 
1836 | | 40 | +19.96 | 68 
1837 160 | 38 —15.78 | 72 
1838 158 35 3.0 | —12.05 | 71 
1839 | 176 45 7.8 | +5.40/ 71 
1840 159 | 33 | 1.0 —5.36 | 60 
1841 | 139 | 35 | 2.6 | —10.44 | 60 
142 | 144 | 28 | 7.4| —4.31 | 55 
1843 128 | 34 | 10.1 | —3.49 | 51 

(4 year) 
1843-44) 137 50 | 10.4 | +5.66 52 
1844 | 165 44 2.3 | +6.93 | 54 
1845 | 178 “| +1.84 54 
1846 | 203 2 | .6| —31.44 |] 58 
1847 | 198 | 35 | 15.5 | —9.78 | 58 
1848 | 232 46 | 14.7 | —13.68 | 54 
1849 206 44 3.6 | +3.32 | 51 
1850 | 241 45 | .7 | +4.83 | 54 
1851 | 284 499 | — | +6.00 | 60 
1852 208 | ma. | — | 414.12 | 60 
1853 | 292 | 47 -- +19.20 | 64 
1854 | 393 | 59 — +5.45 | 64 
1855 | 377 54 — | +11.41 | 67 
1856 | 49 59 — | +1.71 | 68 
1857 “45 | 58 | — | —27.60! 70 
1858 | 341 74 | 19.8 | —15.58 
1859 453 105 | 14.7 | —7.06 | 63 


Sources and Legend for Table: Almost all the data in this table 
were derived from the Annual Reports of the Secretary of the 
Treasury for the various years shown. 

This table cannot be taken too literally, not only because of 
the variable accounting practices followed by different Secre- 
taries, but also because of events such as the Texan Indemnity 
issue, which unilaterally increased the outstanding debt of the 
federal government in 1850-52 by $10 million. At the same time, 
this issue of debt had no off-setting ‘‘deficit’’ to fulfill, and other 
debt was being retired at the same time by ordinary repurchase. 
Thus, at times the values in this table will not appear to be con- 
sistent nor complete. They are, however, generally correct, and 
give a useful fiscal-monetary picture of the federal government's 
role in the period covered. 

Most of the data in this Table for bank notes, deposits and 
specie was taken from Historical Statistics of the United States, 
(1789-1945), Department of Commerce: Washington, 1949. These 
values are probably fairly accurate for years after 1845. For years 
before 1845, the figures compiled by George Macesich in a doctoral 
dissertation, Monetary Disturbances from 1834-45, Chicago, 1958, 


are superior 
The price index, also taken from Historical Statistics, was com- 
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TABLE I—Continued 


piled originally by the Federal Reserve Bank of New York, and 
drawn from work done by Alvin H. Hansen. 

The fiscal year was accounted from July Ist to July Ist start- 
ing in 1843. Previous data are for calendar years. 


balance of payments. The reverse of these con- 
ditions could be expected to be correspondingly 
depressive. 

As Table I shows, the monetary values for 
the years 1838-43 exemplify this process very 
well. Gold imports were over $13 million in 1838, 
while Treasury note issues were almost $5 million 
net for the whole year. Since the total stock of 
bank-held specie was $35 million, these liquidity 
“inputs” were certainly large enough to have 
resulted in the short-lived but well-defined pros- 
perity of 1839. 

The unique monetary-fiscal footing enjoyed 
by the Independent Treasury practically re- 
quired that it become an agent of monetary 
policy, most especially when fiscal deficits were 
financed by Treasury notes. Congressional 
awareness of this position was implied in the 
debate over the Treasury note measure on its 
passage through Congress in 1847 when a fiscal 
deficit. was again impending due to the Mexican 
War. W. §. Miller, a representative from New 
York, voiced much Whig sentiment when he said 
that the new Treasury notes would offset to 
some extent a principal evil of the Independent 
Treasury system—the evil of tying up specie. 
But sooner or later, he thought, the Treasury 
would provoke mischief, “and at that moment 
the Secretary of the Treasury will hold in his 
hands the destinies of the trading community.” 
Proponents of the Independent Treasury, he 
said, “disturb the commercial world by a pre- 
tended adoption of a government currency ex- 
clusively metallic, and the actual issue of mere 
government paper.”™ 

In general, other opinions corresponded to 
Miller’s. The opposition was mainly from the 
Whigs and a few “hard-money” Democrats. 
Thomas Hart Benton, for example, continually 
alleged that the power to emit Treasury notes 
(by this time they were all “issued” and not 
“sold”) made the Treasury a bank of issue.” 


™ Congressional Globe, 29th Cong., 2nd Sess., p. 
30. Many other Congressmen observed the bankish- 
ness imputed to the government by the authoriza- 
tions of notes. 

™ Congressional Globe, 29th Cong., Ist Sess., 
p. 1115. 
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Furthermore, the Secretary of the Treasury was 
the “central banker” who was sometimes in a 
position to regulate the volume of notes out- 
standing with respect to the specie balance in 
the Treasury. 

Whether the opinions expressed were benign 
or hostile, they nonetheless indicated that Con- 
gress, as well as high-level executive department 
officials, were aware of the policy-making powers 
which were inherent in the Treasury Depart- 
ment. When the last pre-Civil War spate of 
notes was issued during 1857-60, opinions about 
them seemed much less cautious than those ex- 
pressed ten and twenty years vefore. Senator 
R. M. T. Hunter, Chairman of the Committee 
on Finance, believed that the forthcoming issue 
of notes in late 1857 “would relieve the com- 
munity more...than any other mode in which 
we can borrow money.” He also observed that 
the notes by serving as bank reserves would help 
the banks resume specie payments: “We offer 
incidentally to the merchant and to the banks 
a great advantage in Treasury paper of this 
sort, which is equivalent to specie.”™ 

Senator John Crittenden of Kentucky was if 
anything more explicit than Senator Hunter. 
“One of the circumstances which invite, at this 
time, to the issue of a paper currency by the 
yovernment,” he said, “is the ease and allevia- 
tion it may give to the commercial and pecuni- 
ary distresses and wants of the country.”” Sena- 
tor John Bell answered Crittenden that he didn’t 
think the issue of Treasury notes would furnish 
much relief but he would favor it if it would. 
He did not deny the monetary nature of the 
action.” 

The Secretary of the Treasury, Howell Cobb, 
although he also favored an issue of Treasury 
notes during this crisis, did so for primarily 
fiseal reasons. He was rather pessimistic over the 
constitutional ability of the government to 
provide relief as such.” 


* Congressional Globe, 35th Congress, Ist Sess., 
p. 96. At the same time he piously declared that the 
issue of Treasury notes was not a “monetary 
measure.” 

™“ Congressional Globe, 35th Cong., Ist Sess., p. 


® Tbid., p. 75. Again Congressmen made the ob- 
servation that issues of Treasury notes would make 
the Treasury a quasi-bank. See p. 100 for the re- 
marks of Senator Preston King of New York. 
Thid. 
“U.S. Treasury Department, Annual Report of 


James A. Dixon, a Whig Senator from Con- 
necticut, took exception to Cobb’s negative at- 
titude. He saw the issue of Treasury notes not 
only consistent with but complementary to sub- 
Treasury policy, although it was a policy which 
he and other Whigs felt that they could improve 
upon. “We were told,” he said, “that the sub- 
Treasury was to prevent all contraction or ez- 
pansion; ...that it was to save the banks, or at 
least, to save the Government. The Secretary of 
the Treasury ... only offers to us a bankrupt law 
for the banks [and]...this issue of paper 
money... 

In company with other Whig Republicans, 
Dixon felt that a “national” bank was the best 
medium for conducting monetary policy. Bell 
seconded Dixon with a speech which he con- 
cluded by saying: “If the Government has no 
power to regulate the currency, it fails in one of 
its great purposes.”™” 

The Whigs were in a more secure position 
when arguing for control over the currency 
than were the Democrats. They wanted regu- 
lation of the currency by a central bank and 
could openly admit such principles. The Demo- 
crats, on the other hand, had to continually 
arbitrate a schism. Many of them were against 
central banking control over the monetary 
system; and to some, such as Thomas Hart 
Benton and other “sound money” men, antip- 
athy to central banking was logically succeeded 
by antipathy to all banks, and unremitting advo- 
cacy of a completely metailic currency. Such an 
extreme stand was rigorously consistent with 
the principles of a metallic standard, since a 
metallic standard was supposed to be self-regula- 
tory. The less-than-hard money Democrats had 
to develop some sort of compromise philosophy ; 
and since their policies were generally the ones 
which were dominant in this period, they must 
have succeeded. Part of such a development 
is seen in their policy towards issues of Treasury 
notes; the other major area of policy develop- 
ment was in their use of open-market operations. 

The Whigs, being lineal descendants of the 
“banking school” of monetary thought, argued 


the Secretary of the Treasury of the State of the 
Finances, G.P.O. Washington: 1857, p. 17. (Here- 
after, these Annual Reports will be referred to as 
“Report.”) 

* Congressional Globe, 35th Congress, Ist Sess., 
p. 94. (Italics mine.) 

* Tbid., Appendix, p. 533. 
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that they also wanted metallic standards, but 
that a “national” bank would act as a shock ab- 
sorber and prevent the extreme variations in 
prices and employment which sometimes oc- 
curred under metallic standards. They would 
allow, and even assist, “adjustments” to the 
economy, but with the cushions of central bank 
policy in convenient spots. 


Ill. THE MONEY MARKET POLICIES OF 
ROBERT J. WALKER 


The Independent Treasury was finally legal- 
ized in 1846. The “sound money” men were 
responsible for the formal thesis that provided 
for its edification, but they also had a lot of 
support from disillusioned state bank sup- 
porters. Both of these groups wanted a separa- 
tion of all banks from the state, but the insti- 
tution they created as ‘independent’ emerged 
with more central banking potential than any of 
the Whig schemes that they had so virtuously 
crushed. Its central banking functions developed, 
however, only as a pragmatic result of its posi- 
tion, and because of the innovative skill of some 
of its executives. These latter men constituted a 
‘third force’ that was an essential element for 
an effective policy-making institution. 

The Independent Treasury had hardly started 
operations when policy developments suggested 
that the divorce of the state from the banks had 
not necessarily in reciprocal fashion released the 
banks from the state. Both the words and the 
actions of key Treasury officials under the new 
system reflected an emergence of policies not 
seen as a part of the original scheme. 

Robert J. Walker was the first Secretary of 
the Independent Treasury. The promotion of an 
independent treasury was a major goal of 
President James Polk, Walker’s chief, but 
Walker was its most vociferous, energetic, and 
capable supporter.“ Under the Independent 
Treasury, he held, specie would “neither expand 
nor contract beyond the legitimate business of 
the country”; while if left to the capriciousness 
of the banking system, specie would be “made 
the basis, as often heretofore, of bank paper 
expansions, and if so, ruinous revulsions would 


“See James Polk, The Diary of a President, 
1846-1849 (New York: Longmans, Green and Co., 
1929), edited by Allen Nevins, pp. xix and 26. 

“ Congressional Globe, 29th Cong., Ist Sess. (Re- 
port, 1845), Appendix, p. 13 and Jbid., 29th Cong., 
2nd Sess. (Report, 1846), Appendix, p. 10. 


not fail to ensue.”“ He further predicted that 
the Independent Treasury wouk give 


stability to all their [manufacturers’] operations, 
and insure them, to a great extent, against those 
fluctuations, expansions, and contractions of the 
currency so prejudicial to their interests.... Sta- 
bility, in both the tariff and the currency, is what 
the manufacturer should most desire. Stability 
{again] is what the manufacturer should most de- 
sire, and especially that that question should be 
taken out of politics by a just and permanent settle- 
ment.“ 


Walker could not have been cognizant of all 
the policy measures that both he and successive 
Secretaries might promote, and his implication 
that the Independent Treasury would buttress 
a “hard money” policy was hardly more than 
window dressing.” Nevertheless, he regarded the 
Independent Treasury as a policy-making in- 
stitution; his subsequent activities, in fact, 
implied a degree of control over the monetary 
system that this neophitic institution could not 
sustain so early in its career. 

During the Mexican War the Independent 
Treasury under Walker operated unexception- 
ably. While its monetary policies were limited, 
it did transfer specie for military purposes with- 
out even rippling the money market, and it was 
responsible for floating three major loans to 
finance the War. 

Congress included in the second of these War 
loans the incongruous limitations that the secur- 
ities had to be sold at par or above but could 
only be repurchased, when a fiscal surplus was 
available, at par or below. Both Polk and 
Walker felt that such proscription dampened 
optimum debt policy, and at the end of the War 
they urged Congress for authorization to re- 
purchase outstanding government debt “at the 
market rate above or below par.”“ The repeated 
entreaties by Walker did not settle comfortably 


“Congressional Globe, 29th ‘Cong., 1st Sess., 
Appendix, p. 13. “A just and permanent settle- 
ment” referred to the resolution of monetary 
policy Walker hoped would be fabricated by the 
Independent Treasury. 

“To a real “hard money” man, Walker's ideas 
were very “soft.” See Congressional Globe, 29th 
Cong., Ist Sess., p. 820 for a speech by Thomas Hart 
Benton. 

“ Report, 1848, pp. 28-29. Also, Congressional 
Globe, 30th Congress, Ist Sess., p. 901. ( Presidential 
Message to the Senate and House of Representa- 
tives on the Peace Treaty with Mexico.) 
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on Julius Rockwell, a very Whiggish Whig from 
Massachusetts. Rockwell felt that government 
repurchases at that time would inflate the prices 
of the securities, embarrass the incoming (Tay- 
lor) administration, and give too much discre- 
tionary power to the Secretary of the Treasury.” 

Rockwell also criticized Walker for what was 
probably the first policy-loaded, open-market 
operation in government securities that a central 
monetary authority of this country ever con- 
ducted. Walker had repurchased $800,000 of the 
loan of 1847 at a time when the market price 
of the securities was well above par. He had 
contrived this apparently illegal feat by agreeing 
to re-sell the securities to those who made them 
available, again at the par value, thus effectively 
granting a loan with the securities as collateral. 
According to Rockwell, specie had accumulated 
in the sub-treasury in New York, and “...the 
Secretary was urged to this unauthorized pro- 
ceeding by many gentlemen of great respect- 
ability in business, as well as by those dealing 
largely in stocks, with the view of relieving the 
pressure upon the money market in New York, 
and indirectly other parts of the country.”” 

Walker’s procedure clearly anticipated central 
bank repurchase agreements, a common twen- 
tieth century device. The volume of his oper- 
ations was small, although it may have signifi- 
cantly affected the New York money market at 
that time. In any case, he clearly intended to in- 
fluence the economy by a calculated monetary 
operation. Rockwell’s criticisms confirmed such 
intentions, and indicated a recognition that the 
money market might well be subject to Treas- 
ury policy. 

Walker verified the intentions of his money 
market activities by declaring that the Inde- 
pendent Treasury would check “not the issues, 
but the over-issues [of banks], and [would] 
mitigate if not prevent those revulsions which 
are sure to ensue when the business of the banks 
and as a consequence that of the country, is 
unduly extended.’” Such an overt expression of 
banking policy together with the open-market 
operations he modeled, readily suggest that 
Walker would have developed the Independent 
Treasury into a _thorough-going monetary 
authority, und further substantiate the thesis 


“ Congressional Globe, 30th Cong., 2nd Sess., p. 
355 


“ Ibid. (Italics mine.) 
“ Report, 1848, p. 24. 


that the “independence” of this institution was 
destined to be one-way. 


IV. THE OPEN-MARKET OPERATIONS OF 
SECRETARY GUTHRIE 


Even though the Whigs generally won in 
the elections of 1848, thus incidentally ending 
Walker’s tenure as Secretary, they made no 
serious attempt to overthrow the Independent 
Treasury or to incorporate another “national” 
bank. The Whig Secretaries on the other hand, 
had no particular affinity or zeal for the system 
fathered by the Democrats, so they showed 
no imaginative insights or developments in 
monetary policy at this time.“ They did con- 
tinue to ask Congress for authorization to re- 
purchase the outstanding debt at the market 
price; and because a sizable specie balance had 
accumulated in the sub-treasury offices by early 
1853, Congress finally repealed the provision in 
the Loan Act of 1847, which had prohibited such 
repurchases. Although this action was momentous 
in monetary policy history, it was regarded in 
such a perfunctory light that it was not even 


recorded journalistically in the Congressional 


Globe, but was buried in the Appropriations 
Act.” 

Since the bulk of government income came 
from tariff revenues, a source that was decidedly 
sensitive to changes in the flow of national 
money income, total government receipts in- 
creased appreciably after 1850 with the general 
prosperity of the times. Expenditures, on the 
other hand, tended to increase much less rapidly, 
so the specie balance in the Treasury had become 
by late 1852 an appreciable fraction of the 
total stock of specie and other reserves held by 
the banks. The total Treasury balance was $14 
million, bank reserves were $45 million, and notes 
and deposits were slightly less than $300 million; 
so a $10 million transfer of specie, say, from the 
Treasury to reserves in the banks would have 
permitted the outstanding stock of bank notes 
and deposits to increase by at least 20 per cent 


“One Whig Secretary, George Bibb, suggested 
in 1844 a top-executive open-market committee 
composed of the Chief Justice of the Supreme 
Court, the Secretaries of State and Treasury, and 
the Attorney General, who would have decided 
when and at what price the debt should be re- 
purchased. Nothing came of his proposal. 

” Congressional Globe, 32nd Congress, 2nd Sess., 
Appendix, p. 350. 
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without change in the existing reserve ratio of 
the banking system. 

The new Secretary of the Treasury under 
President Pierce was James Guthrie, a promi- 
nent industrialist and banker from Louisville, 
Kentucky. Though Guthrie had not held Na- 
tional office before his appointment, he was 
prominent in state politics, railroads and bank- 
ing, and ultimately became a United States 
Senator.” He noted in his Annual Report for 
1853 that his predecessor, Thomas Corwin, had 
made a few private arrangements for debt re- 
purchases at the beginning of the year, but he 
himself felt that a continuation of such cryptic 
methods might lead “...to a misapplication of 
the public funds, and to favoritism. Public notice 
was at once given that the $5 million of the loan 
of 1843 would be redeemed at the Treasury 
on July 1, 1853."" Other portions were also 
repurchased in New York and Philadelphia 
until July 1. Then, Guthrie reported, 


... the amount still continuing to accumulate in 
the Treasury, apprehensions were entertained that 
a contraction of discounts by the city banks of New 
York would result, ...and combining with the fact 
of the large amount in the Treasury, might have an 
injurious influence on financial and commercial 
operations. With a view, therefore, to give public 
assurance that money would not be permitted to 
accumulate in the Treasury,...a public offer was 
made on the 30th of July to redeem ...the sum of 
$5 million of the loans of 1847 and 1848, at a pre- 
mium of 21%, and interest from the Ist of July, 
1953, on the principal. And on the 22nd of August 
another public offer was made for $2 million™ 


As a result of this policy during 1853-54, 
the Treasury repurchased $20.10 million of the 
debt at an average premium of 15%, and, 
effectively replaced near-money assets of the 
economy with high-powered specie. The fact 
that a premium of such magnitude was paid 
indicated that these transactions were no mean 
fiscal dabble. 

Guthrie’s intentions were accentuated by his 
silver purchase policy. The surplus, he said, 


™ Directory of American Biography, VIII, pp. 
60-61. See also R. C. Riebel, Louisville Panorama, 


published by Liberty National Bank and Trust 
Company of Louisville, 1954, pp. 129 and 130 for 
an account of Guthrie’s stature locally. 

™ Congressional Globe, 33rd Cong., Ist Sess. (Re- 
port, 1853), Appendix, p. 2. (Italics mine.) 

Tbid., (Italics mine.) 
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had become a cause for alarm in commercial 
and financial circles, and, in order to relieve this 
situation, advances were made to the mint “for 
the purchase of silver for the new coinage, and 
to enable the mint to pay promptly and in ad- 
vance of coinage for gold bullion.’”™ 
The New York money market had shown 
some signs of stringency in the fall of 1853, 
due to a New York state law requiring the 
banks to make weekly reports of their loans, 
deposits, specie, and circulation. In 1854, a more 
serious situation developed. As ia result of a 
decline in the value of railroad securities, banks 
in Ohio, Indiana, and Illinois were forced to 
suspend specie payments in the spring, while call 
ates went to 8 per cent and good short paper 
to 12 per cent in the money market.“ Indexes of 
prices and the stock of money, as well as Sec- 
retary Guthrie’s Report for 1854, confirm the 
supposition that the economy was on the verge 
of a crisis. Total bank notes, deposits and specie 
declined approximately 5 per cent during the 
year, and Guthrie remarked on the “pressure in 
the money market” and “disorder in money 
matters...[{from] the failure of many of 
these... banks, and the curtailment of the 
circulation and discounts of others—which in the 
last; six months must have reached forty or fifty 
millions of dollars.”” His debt repurchases con- 
tinued at a rate of $6-$7 million per year, and in 
December of 1855 he was able to report that the 
stock of money, so reduced in the latter half of 
1854, had “more than recovered.’™ 
Guthrie continued at least to advocate “hard 
money.” He felt that the use of banks as de- 
positories of public funds would cause specie to 
leave the country: that is, bank paper (bad 
money) drives out specie (good money). He 
reasoned from this postulate that the Federal 
and state governments could “increase the specie 
in the country to any amount that is desir- 
able... by creating an effective demand for 
specie”; that is, by permitting only specie in 
the collections and disbursements of local gov- 
ernments.” He hardly imagined that the country 
would be able “to dispense with banks of issue, 


Thid. 

™ Margaret G. Myers, op. cit., pp. 140-41. 

"Congressional Globe, 33rd Cong., 2nd Sess. 
(Report, 1854), Appendix, pp. 6-9. 

™ Congressional Globe, 34th Cong., Ist Sess. (Re- 
port, 1855), Appendix, p. 12. See also Table I. 

* Report, 1854, p. 282. 
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and their attendant evils, and have the gold and 
silver contemplated by the constitution,” as 
he alleged. Nonetheless he was one of the first 
influential men to recommend an excise tax on 
bank notes.” 

That Guthrie’s policies evolved as a pragmatic 
result of the problems he faced in office is evi- 
denced by a letter written by A. T. Burnley to 
Guthrie in July 1854. Burnley, an obscure lob- 
byist of some sort, had asked Judge George 
Bibb, a Whig predecessor of Guthrie’s in the 
Secretaryship and a fellow Kentuckian, for some 
definition of the implied and discretionary 
powers inherent in the office of Secretary. Bibb 
cited a Supreme Court judgment (McDaniels 
case VII Peters 14) which stated that of neces- 
sity a cabinet officer was often compelled to 
exercise his discretion in the execution of the 
duties and responsibilities of his office. “Number- 
less things,” the opinion concluded, “must be 
done that can be neither anticipated nor de- 
fined.” 

After several years of open-market operations 
during which $38 million of a total of $63 million 
of government securities were repurchased, 
Guthrie was moved to give a seasoned dictum of 
monetary policy. Uncertainties in economic life 
due to wars, political strife, and other phenom- 
ena, he said, 


destroy confidence and with it credit, inducing the 
hoarding of the precious metals, the withdrawal of 
deposits, the return of bank notes for redemption, 
the consequent stagnation of commerce, in all its 
channels and operations, the reduction of prices 
and wages, with inability to purchase and pay, bank 
suspensions and general insolvency.... The in- 
dependent treasury, when over-trading takes place, 
gradually fills its vaults, withdraws the deposites, 
and pressing the banks, the merchants and the 
dealers, exercises that temperate and timely con- 
trol, which serves to secure the fortunes of indi- 
viduals, and preserve the general prosperity. 

The independent treasury, however, may exer- 
cise a fatal control over the currency, the banks 
and the trade of the country ... whenever the reve- 
nue shall greatly exceed the expenditure. ... [With- 

™ Congressional Globe, 33rd Congress, Ist Sess. 
(Report, 1853), Appendix, p. 3. 

® Congressional Globe, 34th Congress, Ist Sess. 
(Report, 1855), Appendix, p. 16. 

“Guthrie Papers, Box 17, Filson Club, Louis- 
ville, Kentucky. Letter dictated by Judge George 
Bibb on Willard Hotel (Washington) stationery, 
July, 1854, and sent to Guthrie by A. T. Burnley. 
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out the repurchases of debt since March 4, 1853], 
the accumulated sum would have acted fatally on 
the banks and on trade. 


Guthrie seems to have emphasized the down- 
swing of business activity to an unwarranted 
extent in this passage. He was nonetheless try- 
ing to show the balance-wheel position the In- 
dependent Treasury enjoyed. He thought of the 
restrictive policies of the Treasury as largely 
automatic: specie would accumulate in the 
vaults as an automatic adjunct of “over-trading” 
(inflation) and tend to mitigate such a process. 
Too much restraint would result in a “fatal 
control,” but in the recent past such control 
had been avoided by debt repurchases. In being 
so positive, Guthrie was simply stating the case 
for a Treasury policy that had developed nat- 
urally from the time the Second Bank of the 
United States was expelled from the arena. 


V. DECLINE OF THE TREASURY'S INFLUENCE 


yn March, 1857, Guthrie was replaced as 
Secretary by Howell Cobb of Georgia, a long- 
time Congressman and ex-Speaker of the House. 
As the Panic of 1857 developed in the autumn 
of that year, Cobb continued the open-market 
policy so ably innovated by Guthrie and Walker. 
He saw “the large sums from the Treasury... 
affording relief to the commercial and other 
interests of the country.”” 

But the Treasury’s specie balance had been 
used too prodigally, not only in purchasing se- 
curities in the open-market, but also in financing 
the fiscal deficit of 1857. When the specie bal- 
ance reached minimal transaction proportions 
(about $6 million), Cobb seemed to lose the 
courage that complements an impregnable 
theory. He defensively back-paddled, abdicating 
completely any governmental responsibility for 
restoring monetary or business equilibrium. He 
sermonized with a handwashing statement that 
was in marked contrast to what Walker and 
Guthrie had declared: 


There are many persons who seem to think 
that it is the duty of the government to provide 
relief in all cases of trouble and distress ...And 
their necessities, not their judgments, force them 
to the conclusion that the government not only can, 
but ought to relieve them.” 


™ Report, 1856, p. 31. 
@ Report, 1857, p. 11. 
Ibid. 
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He then prescribed the orthodox and austere 
alternative of “liquidation and settlement as 
the surest mode for the restoration of the equi- 
librium.’”™ Where Walker and Guthrie had 
been incisive and positive, Cobb proved to be 
unconvincing and desultory. He did recommend 
the issue of Treasury notes discussed above 
(p. 9), not with any countercyclical objective 
in mind, but because he felt that the govern- 
ment’s deficit would be “temporary” and should 
therefore be met by “temporary” means.” 

Issues of notes as well as longer term debt 
were authorized by Congress, both in 1857 and 
in the following three years to provide for fis- 
cal deficits. The economy recovered quickly 
from the depression of 1857, so the only im- 
providence felt was in the flow of receipts to 
the Treasury itself. In such a situation, Treasury 
policy was primarily fiscal; monetary policy 
atrophied, and was altered out of all proportion 
to its previous pattern by the stresses of the 
Civil War. 

The inordinate fiscal burdens of the Civil 
War are alleged to have “necessitated” a renais- 
sance of Treasury reliance on the banking sys- 
tem, a liason that was subsequently unbroken 
until the end of the century.” A more defensible 
thesis is that the Whig-Republican political 
majorities during the War, and for the bulk of 
the fifty years following, were so large that they 
could promote any method for conducting mone- 
tary policy that they wished. The platform of 
this group still called for a national bank, de- 
emphasis of the Treasury in monetary affairs, 
and an indulgence toward the commercial bank- 
ing system that it with a cloak of 
“necessity”; so naturally the banking system 
was again incorporated as a part of the govern- 
ment’s financial framework.” 


vested 


Ibid., p. 17. 

* Report, 1857, p. 9. Also letter from Cobb to J. 
Glancy Jones, Chairman of the House Committee 
of Ways and Means 

“See Margaret Myers, op. cit., p. 195-98. 

"That the Whigs had not forgotten their Na- 
tional Bank ideal, nor lost their affinity for the 
commercial banking system, was demonstrated by 
Congressional opinions in 1858-60. See particularly 
the Congressional Globe, 35th Cong., Ist Sess., Ap- 
pendix, p. 533, for a speech by Senator Bell, and 
Tbid., p. 69, for a speech by James Simmons in the 
House. 
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VI. CONCLUSION 


The central banking performance of the pre- 
Civil War Independent Treasury, and indeed 
the central banking performances of any of the 
central monetary institutions that practiced 
monetary policy during the nineteenth century, 
can hardly be evaluated precisely. In the first 
place, the function of central banking and the 
central bank’s position vis-a-vis the private 
economy were not sharply defined. Neither the 
Bank of England nor the Banks of the United 
States recognized themselves as “pure” central 
banks. The Bank of England was in fact famous 
for declaring what it could not do in the area of 
monetary policy, and at times led as precarious 
an existence as the Bank of the United States 
in the early 1830's. It was perhaps tolerated 
only because of its self-effacing and ineffectual 
character; and by way of contrast the Second 
Bank of the United States was cut down because 
of its more positive attitude with respect to 
monetary policy. 

In the second place, assessment of central 
banking performance is difficult at any time 
because the goals of monetary policy are seldom 
unanimously agreed upon or rigorously defined. 
When the policy-making institutions are alleg- 
edly quasi-private and speciously profit-seeking, 
normative judgments of what the institutions 
ought to do—let alone their performances in 
quest of the ill-defined goals—are almost im- 
possible of delineation. 

In the third place, social movements which 
sought some public control over the stock of 
money or its velocity of circulation were severely 
resisted in the nineteenth century. Bray Ham- 
mond argues in his great work on Banks and 
Politics in America that the spirit of budding 
industrialism would not tolerate the restraining 
and regulating influence of a central bank. The 
country needed money for its internal exploita- 
tion and was bound to encourage commercial 
banks that had few inhibitions against furnishing 
the credit that passed as money. Hammond’s 
thesis is well-substantiated and elegantly pre- 
sented, but one might argue that the spirit of 
enterprise will require the creation of a cor- 
responding amount of credit in any century and 
that a central bank can furnish such credit, if 
properly instructed, as well as inhibit it. 

Other factors retarded the development of 
central banking in the nineteenth century. The 
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states, for example, were extremely jealous and 
fearful of encroachment of the Federal gov- 
ernment’s powers. Since a central bank would 
necessarily be a Federal bank and would main- 
tain and operate branches in the various states 
from a distant nucleus for the national benefit, 
proponents of states’ rights found opposition to 
central banking almost axiomatic.” 

Some heed must also be paid to the institution 
of metallic standards. Although the Whigs could 
marry the principles of metallic standard self- 
regulation to central banking manipulation of 
the credit structure, rigorous adherence to a 
policy of metallic standards was logically incon- 
sistent with a policy which included central 
banking. The Independent Treasury came to 
share such inconsistency with the Whig models 
of central banking; but a more tolerant and 
tolerable view would concede that the gov- 
ernment must function in any policy model 
so that complete self-regulation would be con- 
ceivable only under anarchy. The fact that the 
government did have to be included seems to 
have forced the executives of the Independent 
Treasury to use it for furthering policies which 
they had at first decried as none of the govern- 
ment’s responsibility. 

Certainly the Bank of England and the Banks 
of the United States were very serviceable at 
times, but so was the Independent Treasury. 
All of these institutions were in great part what 
the skill and entrepreneurship of their executives 
made them. When their leaders possessed the 
insight, courage and judgment necessary for the 
construction of the proper monetary policies, 
the machines they controlled “worked.” When 
the men in charge did not have these qualities 
of entrepreneurship, the machines did not work, 
but always the machines were at fault and not 
their operators. 

Even though many different kinds of struc- 
tures can be devised for carrying out successful 
monetary policies, historical contrasts do exist, 
and some structures seem more efficiently cir- 
cumstanced for the job to be performed. The 


“Hammond has shown that such provincialism 
was very important in the fight against the Second 
Bank of the United States. See Banks and Politics 
in America. 
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Second Bank of the United States had the ad- 
vantage of having been created more or less 
explicitly for conducting a kind of monetary 
policy (although one which was ancillary to the 
metallic standard), while the Independent Treas- 
ury had to grow into the role it finally assumed. 
On the other hand, the fact that the Second 
Bank had no camouflage over the powers it 
wielded proved its downfall. The Independent 
Treasury could not be demolished since it had 
to exist as a fiscal agency; but in spite of the 
fact that its fiscal and monetary actions were 
mutually beneficial, its monetary powers were 
finally abrogated by the creation of another 
central bank. The National Bank Act of 1863- 
65 attempted to effect such a by-pass, and when 
the Independent Treasury again realized its 
potential in the early twentieth century, the 
Federal Reserve System completed the sepa- 
ration.” 

The time period reviewed in this paper is not 
sufficiently long for a complete appraisal of the 
policy developments of the Independent Treas- 
ury. Even in this time period, however, it had 
begun to take a positive attitude toward the 
currency and had conducted open market oper- 
ations of moment. Clearly these activities were 
sporadic and opportunistic in part, but they 
were also a natural emergence. When would an 
independent treasury not be forced into a policy- 
making role? When evaluated in its full sweep 
of history the Independent Treasury may well 
appear in retrospect as the optimal fiscal-mone- 
tary institution. It was indeed a unique insti- 
tution, for it contained all the prerequisites for 
employing monetary-fiscal coordination of a high 
order. With the dualistic structure the Whigs 
would have created, or such as the United States 
ultimately obtained, powers and responsibilities 
were destined to overlap and duplicate because 
of the impossibility of rationalizing precisely 
and permanently the bounds of authority for 
each of the two agencies. 


“A full discussion of central banking thought 
and its intellectual development must be left for 
a separate paper. Particularly important and in- 
teresting is the question of why and how the schism 
occurred which saw fiscal and monetary policies 
again the product of discrete agencies. 
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COMMERCIAL BANK EARNINGS, THE STRENGTHENING OF 
CAPITAL ACCOUNTS, AND MONETARY POLICY 


W. P. YOHE 
Duke University 


It has long been known’ that a central bank 
exercises only very imperfect control over the 
volume and composition of commercial bank 
earning assets when its operations are directed 
primarily towards influencing the amount of 
excess reserves and the level of reserve require- 
ments against demand and time deposits. Such 
a measure of control may, indeed, not be the aim 
of the central bank. However, it is largely 
through its influence on earning assets, whether 
intended or not, that central bank actions affect 
aggregate demand. Increased reliance on the gen- 
eral (or quantitative) monetary instruments in 
promoting economic stability has, in recent years, 
become more or less a political fact. At the same 
time, a number of arguments have appeared 
which cast considerable doubt on the Federal 
Reserve's ability, under certain circumstances, 
both 1) to restrain total bank lending and in- 
vesting and 2) to avoid an undesirable degree 
of selectivity from the standpoint of certain 
social objectives (e.g., widespread home owner- 
ship or “optimal” economic growth)’ 

The former set of arguments can be traced to 
two so-called “destabilizers”: portfolio shifts 
and deposit shifts. In the first case it is argued 
that, during periods of rising interest rates and 
pressure on bank reserves, banks may attempt 
to maintain their lending activity by selling 
short-term investments (chiefly Treasury secu- 
rities) to businesses, nonbank financial institu- 
tions, and the general public. If the buyers of 
these highly liquid assets, attracted by the higher 

*See, eg., Lauchlin Currie, The Supply and 
Control of Money in the United States, 2d ed., 
rev. (Cambridge: Harvard University Press, 1935), 
pp. 50 et seq. 

*The first set of arguments is summarized in 
Warren L. Smith, “Financial Intermediaries and 
Monetary Controls,” Quarterly Journal of Eco- 
nomics, November 1959, LX-XIII, pp. 533-53. The 
selectivity arguments are conveniently listed and 
discussed in US. Congress, Joint Economic Com- 
mittee, Hearings, Employment, Growth, and Price 
Levels, Part 6C—“The Government’s Management 
of Its Monetary, Fiscal, and Debt Operations,” 
86th Cong., Ist Sess., 1959, pp. 1770-77. 


yields, dispose of idle cash balances in payment 
and if banks, in turn, fill their earning asset 
vacancies with loans to active spenders, ar in- 
erease in velocity, though not necessarily in the 
money suppply, may result." 

The deposit shift argument states that banks 
(and possibly other financial institutions) may 
attempt to counteract monetary restriction, i.e., 
to restore reserves and maintain lending, by at- 
tracting time deposits (or intermediary claims) 
via higher interest rates. If this precipitates 
shifts from currency or demand deposits to time 
deposits (or shifts from any of these to inter- 
mediary claims), there may be several conse- 
quences: the generation of excess reserves and 
a lowering of average reserve requirements 
against the total of time and demand deposits 
(and, with intermediaries in the picture, a “pyra- 
miding” of reserves) .* 

The proponents of perverse selectivity argu- 
ments, on the other hand, maintain that general 
monetary restriction does not necessarily guar- 
antee that all supermarginal loans, from society’s 
point of view, will be satisfied. This may be 
partly the result of market imperfections, e.g., 
discrimination against small borrowers or the 
sluggishness of FHA loan rates and public utility 
rates. But it may also be the result of inade- 
quate provision for certain social wants by pri- 
vate market processes of credit allocation, e.g., 
loan financed public schools and roads at low 
debt service cost. 

A statement made by the Federal Reserve in 
the Joint Economic Committee’s Hearings on 
Employment, Growth, and Price Levels in 1959 
provides a clue to still another way that com- 


*E. Sherman Adams would have us believe that 
such behavior by banks is quite customary and was 
actually the objective of the monetary authorities 
during the 1955-57 period. See “Effects of Federal 
Reserve Policy on Commercial Banks,” in The 
Federal Reserve System, Herbert V. Prochnow, ed. 
(New York: Harper & Brothers, 1960), pp. 182-4, 
188-9. 

*See Smith, op. cit., p. 540, for an algebraic dem- 
onstration of these consequences. 
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mercial banks may attempt to offset some of 
the pressures of monetary restriction and to 
maintain their lending operations: 


...When banks wish to strengthen their capital 
positions, increased earnings may help them to do 
so, either by enabling them to retain more earnings 
or by encouraging investors to buy additional stock 
that may be offered to them.... In the past few 
years many banks have successfully strengthened 
their capital positions through sales of stock to in- 
vestors, in addition to retaining substantial amounts 
of earnings, thereby suggesting more adequate re- 
cent earning ability insofar as adequacy may be 
measured by ability to attract capital.’ 


The questions to be considered here are 
whether the inducement for bankers to 
“strengthen” their capital accounts is at all re- 
lated to pressures on reserves and interest rates 
by the monetary authorities and, if so, what this 
implies for the effectiveness of monetary policy. 
The purpose of this note will be to suggest an 
a priori argument supporting such actions. As 
the hypothetical case is developed, we shall take 
a very preliminary and fragmentary look at 
some recent aggregative banking data to see if 
they would seem conclusively to invalidate any 
or all aspects of the argument. If not, then this 
paper becomes a proposal for further research. 

Let us first, however, see why and how banks 
might increase their capital accounts. Tradi- 
tionally, bank capital provides a margin of pro- 
tection to depositors, particularly from losses in 
so-called “risk assets.” Just as with nonfinancial 
corporations, the stockholders are left in the 
residual position in the event of bankruptcy. 
In the case of banks, though, there is a certain 
peculiarity in accounting conventions: reserves 
for bad loans and investments are carried as 
capital items instead of as negative asset ac- 
counts. Except for these reserves, we would 
ordinarily expect increased capital to be refiected 
in increases in any of a bank’s assets, particularly 
those of a noncurrent variety, such as premises 
and other real estate. From December 31, 1947 
to December 31, 1959 the total capital accounts 
of all continental U.S. commercial banks in- 
creased by $9.6 billion, while their miscellaneous 
assets (over half of which consist of real estate) 


° Op. cit., pp. 1779-80. This section of the Hear- 
ings consists of answers from the chairman of the 
Board of Governors of the Federal Reserve System 
to questions on monetary policy and debt manage- 
ment. 
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increased by $3.3 billion.’ Most of the increase in 
capital, then, is evidently reflected in greater 
cash and earning assets. 

For analytical purposes, it is convenient to 
recognize several ways that banks may come to 
expand capital: 

1. Bankers may conceive some kind of “nor- 
mal’ relationship between net profits and re- 
tained earnings, such that variations in profits 
automatically induce roughly proportional varia- 
tions in earning retentions. 

2. Bankers may vary the rate of earnings re- 
tentions relative to net profits. Total retained 
earnings for a period can then be said to com- 
prise a certain “normal” proportion of profits 
plus or minus the divergence from this amount.’ 

3. Sales of bank stock may be increased. It 
is useful to distinguish between a) sales on favor- 
able terms (i.e, at relatively high market prices) 
and b) sales on unfavorable terms. 

4. Credits to the reserves for bad loans and 
investments may be increased. These are simul- 
taneously charged as expenses in computing 
taxable income. 

In the terminology of corporation finance, 1, 
2, and 4 are methods of “internal” finance, while 
83 involves “external” finance. Banks, of course, 
do not have recourse to bond finance or the issue 
of preferred stock.® 

The success with which banks raise capital via 
routes 1 and 3a is related ultimately to their 
earnings. Just as is the case with industrial 
corporations, higher earnings mean more funds 
internally available for expansion of earning as- 
sets and, because of lower debt to equity ratios, 
funds externally available on more favorable 
terms.” Whether such capital increases are an 
offset to monetary restriction, then, depends on 


* Federal Reserve Bulletin. Increased capital 
could be accompanied by decreased deposits and 
other liabilities, a possibility not considered here, 
because of the large increases which have occurred 
in liabilities. 

"If P = net profits, 2 = current earnings re- 
tentions, and e = “normal” ratio of earnings re- 
tentions to net profits, then we get the simple dif- 
ferential equation 

E = eP + (dE/dP)P. 

*E. Sherman Adams, however, evidently be- 
lieves banks should be allowed to issue preferred 
stock and capital debentures. See “Measures to 
Sustain Banks’ Profit Position,” The Commercial 
and Financial Chronicle, December 10, 1959. 

*This is an application of Kalecki’s so-called 
“principle of increasing risk.” 
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TABLE I 
Inpex or Net Current Earninos BEerore 
‘ncome Taxes or Att Memper Banks, 
1948-59 
Index Numbe: 

Year ( 1947-49 average | in 
14s (101.8 | +10.2 
1949 | 107.5 +6.2 
1950 | 122.1 +14.6 
1951 140.9 | +18.8 
1952 | 158.7 | +17.8 
1953 | 177.4 +18.7 
1954 179.2 | +1.8 
1955 203 .6 +24.4 
1956 235.1 | +31.5 
1957 249.9 +14.8 
1958 246.1 —3.8 
1959 287 .7 | +41.6 


Source: Federal Reserve Bulletin, annua’ member bank earn- 
ings issues. All index numbers calculated. 


the behavior of bank earnings during intervals 
of monetary restriction. This is far from a settled 
question. An attempt was made to find an answer 
in the 1959 Joint Economic Committee hear- 
ings; Chairman Martin of the Federal Reserve 
Board was specifically asked in a questionnaire: 
“Does the Federal Reserve System, in carrying 
out its responsibilities for monetary policy, af- 
fect member bank earnings?’”” His reply was 
completely evasive: 


. In our view the discharge of Federal Reserve 
System responsibility over postwar years has per- 
mitted an “adequate” level of bank earnings. 

With respect to the “adequacy” of bank earnings 
over the postwar period as a whole, from the view- 
point of the national economy, it is impossible to 
set up any completely satisfactory standards. . 


One of the major difficulties in appraising the 
profitability of commercial bank operations is 
in trying to interpret changes in net (after tax) 


” JEC., Hearings, op. cit., p. 1778. 

" [bid., pp. 1778-9. Adams (see note 8 above), on 
the other hand, contends that postwar “trends 
which bave been so favorable to bank earnings” 
have still resulted in only “meager” earnings, and 
that the future looks “gloomy.” The late William 
Stead of the CED, in discussion at the 1959 Duke 
American Assembly on “United States Monetary 
Policy,” maintained the view that banks are biased 
in favor of monetary restriction because of at- 
tendant upsurges in their earnings at such times. 
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profits, since banks have considerable latitude 
in timing their losses on loans and securities for 
tax purposes. The result is a tendency toward an 
evening of profits. The Federal Reserve, in its 
annual compilation of member bank earnings, 
provides data for what are called “net current 
earnings before income taxes,” i.e., “gross current 
operating earnings” minus “gross current operat- 
ing expenses” before additions due to recoveries 
or transfers from valuation reserves for loans or 
securities or subtractions due to losses, charge- 
offs, or transfers to valuation reserves. Table I 
gives an index for this item based on the 1947- 
49 average for all member banks over the period 
1948 to 1959. Jf net current earnings are a re- 
liable indicator of “true” bank profits, then 
we can attach some significance for present pur- 
poses to the rather substantial earnings increases 
during periods of “tight money” (eg., 1951- 
53, 1955-57, and 1959), as opposed to the situa- 
tion in the “easy money” years of 1954 and 1958 

With these observations in mind, examine 
next the disposition of net current earnings for 
the years 1948-59. This information is presented 
in Table II. Column (1) will be dealt with later. 


TABLE II 
Disposition or Net Current EARNINGS OF 
Memper Banks, 1948-59 


[Percentages of net current earnings} 


Year (1) 
et al® Income 
| 
1948 | 17.3 | 22.7 | 28.5 | 31.7 | 100.0 
1949 | 12.3 | 25.1 | 28.5 | 34.0 | 100.0 
1950 | 7.6 | 29.6 | 27.8 | 34.9 | 100.0 
1951 | 13.2 | 34.2 | 25.8 | 26.8 | 100.0 
| 
1952 | 11.2 | 37.6 | 24.1 | 27.1 | 100.0 
1953 | 13.9 | 38.3 | 23.2 | 24.7 | 100.0 
1954 —4.0 | 44.0 | 24.9 | 35.0 | 100.0 
1955 | 19.3 | 33.3 | 24.1 | 23.3 | 100.0 
| | 
1956 | 27.3 | 29.9 | 22.8 | 20.0 | 100.0 
1957 | 19.0 | 35.1 | 23.7 | 22.2 | 100.0 
1958 | -3.8 | 45.7 | 25.7 | 32.3 | 100.0 
1959 | 30.8 | 26.4 | 23.5 | 19.3 | 100.0 


* Profits and recoveries (—), losses and charge-offs (+), and 
changes in valuation reserves on securities and loans (+ if in- 
crease, — if decrease). 

> Totals may not add due to rounding. 

Source: Federal Reserve Bulletin, May 1960, XLVI, p. 475. All 
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Column (2) is, of course, inversely related to 
column (1). Column (3) displays a fairly clear 
tendency for the ratio of cash dividends de- 
clared to net current earnings to fall during 
monetary restriction and to rise during ease, 
although the “normal” level appears to be about 
25%." The variations in this ratio might suggest 
that bankers change the rate of earnings re- 
tentions in accord with route 2 above. Unhappily, 
the ratio of retained profits to net current earn- 
ings, column (4), behaves in the same way as 
the dividend ratio, not the reverse, as we might 
expect; this result is evidently due to the strong 
opposite behavior of column (1), so its sig- 
nificance rests on the reasons for variations in 
the rate of recoveries or losses et atta on loans and 
securities. At best, the relationships among mone- 
tary policy, bank earnings, and capital increases 
are far from conclusive. 

The a priori argument behind capital expansion 
routes 3b, sales of new bank stock on unfavora- 
ble terms, and 4, variations in credits to valua- 
tion reserves, may be sketched briefly, but no 
attempt will be made to provide empirical veri- 
fication. Using aggregative banking data, it is, 
of course, impossible to distinguish the differen- 
tial terms on which banks might float new stock 
issues. In principle, however, the sale of such 
stock at relatively low prices during periods of 
“tight money” could both provide the potential, 
as in the case of stock sales at high prices, for 
earning asset expansion and serve as an extra 
excuse for administering higher interest rates to 
borrowers. 

Just as formidable statistical problems, per- 
haps, arise in trying to single out deliberately 
timed realizations of losses on loans and securities 
during periods of rising interest rates and high 
earnings and liberal credits to the valuation re- 
serves for purposes of maintaining lending ca- 
pacity. This is precisely what makes net profits 
figures for banks so difficult to interpret. With 
the valuation reserves, the problem is somewhat 
analogous to depreciation charges representing 
actual “user cost” and “accelerated” depreciation. 
In either of the depreciation cases, working capi- 
tal is internally “released,” since there has been 
a deduction from gross revenue with no cor- 
responding outpayment. When “user cost” is 
charged, provision is thus made for restoring 


“The simple (unweighted) average is 25.2%. 
The average ratio of dividends to net (after tax) 
profits is 48.2%. 
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plant and equipment to an undepreciated state; 
for banks this device permits the restoration of 
earning assets. Where either depreciation charges 
or credits to valuation reserves are in excess of 
the current attrition, respectively, to fixed capi- 
tal or earning assets, provision is temporarily 
made for a net expansion of these assets. Through 
careful manipulations of transfers to and from 
the valuation reserves, as well as in timing the 
“realizing of losses,” banks can simultaneously 
even out their earning asset capacity and their 
net (after tax) profits over time. The reasons 
banks might want net profits never to appear 
exorbitant are fairly apparent, e.g., the desires 
to avoid stockholder pressure, to avoid public 
feeling that banks are biased in favor of “tight 
money,” or to minimize the intertemporal tax 
burden. 

Thus far we have considered why and how 
banks can expand their capital accounts, par- 
ticularly the relationship between “earnings” and 
capital increases. We have made only hypotheti- 
cal references to the implications of these in- 
creases for earning asset expansion and no men- 
tion of any broader significance for economic 
policy. In relating capital accounts to earning as- 
sets, it is desirable, where possible, to use more 
frequent than annual figures, since the phenome- 
non sought is presumably short range. A study of 
the equity structure of U.S. banks over the 
period 1935-56 has recently appeared.” Ex- 
clusively annual FDIC data were used, and ratios 
of various capital accounts to total liabilities 
and capital were calculated. Only if periods of 
monetary restraint are typically rather long (a 
year or more) and if certain seasonal biases could 
be removed from these year-end data, would 
we expect such ratios to be of much help for 
present purposes. About all they can definitely 
indicate are trends. The most persistent and 
steady upward trend since 1945 (including 1957 
and 1958) is in the ratio of surplus to total 
liabilities and capital: barring exceptionally 
large stock issues, surplus grows primarily 
through earnings retentions, so there has evi- 
dently been a trend toward earnings as a con- 
tinuing source of funds. The ratios of capital 


* Lothar I. Iversen, “Changes in Equity Struc- 
ture and the Relationship of Equity Structure to 
Liabilities of Banks in the United States, 1935- 
1956” (Ruston, La.: Dept. of Business and Eco- 
nomic Research, School of Business Administra- 
tion, Louisiana Polytechnic Institute, 1959), p. 20. 
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TABLE III 
PercenTAGE RELATIONSHIPS AMONG LOANS AND 
INVESTMENTS, Deposits, AND CAPITAL 
Accounts OF MempBer Banks, CaLu 
Dates, 1954-59 


Call Date [Percent] 


Capital | 

Capital 
Accounts 

aryeo Accounts 


| & Invest-| 
ments 


8 


BRER BRR 


| 
| 
| 
| 


| 87. 
| 86. 
83. 
86. 
87. 
88. 
84. 
88. 
88. 
88 
85 


1 
2 83 | 

3 | 88. | 10.42 
4 48 | 10.30 | 


Source: Member Bank Call Report. All percentages computed. 


stock and of undivided profits and reserves to 
total liabilities and capital have, despite upward 
drifts since 1945, been fairly unstable, particu- 
larly the former ratio. The same is true for total 
capital accounts divided by liabilities and capi- 
tal. This serves as a clue that there may be even 
more erratic short-run behavior in similar ratios. 
If the hypothesis is valid, such ratios would 
turn out to have been increasing during periods 
of monetary restriction and falling (or rising 
less rapidly) during monetary ease. 
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Now we leave annual data and consider more 
particularly the period 1954-59. An official Fed- 
eral Reserve policy of “active” restriction was in 
effect, based on changes in the direction of 
movement of the New York discount rate, from 
April, 1955 until November, 1957. In contrast, 
policies of relative ease prevailed from February 
1954 to April 1955, and from November 1957 
to September 1958; both of these were recession 
periods. Restriction then was “officially” resumed 
at the last-named date. How did bank loans, 
investments, deposits, and capital accounts be- 
have during these intervals? 

The banking statistics probably offering the 
best combination of frequency, comprehensive- 
ness, and detail are those contained in the roughly 
quarterly Member Bank Call Report, embrac- 
ing all member banks or about 85 percent of 
commercial bank assets and deposits in the 
United States.“ Consider three series: loans and 
investments, total deposits, and capital ac- 
counts. Table III contains three sets of per- 
centage ratios: capital accounts to loans and 
investments, capital accounts to deposits, and 
loans and investments to deposits. 

Along usual textbook lines, we should expect 
a priori a fairly close short-run relationship 
between loans and investments, on the one hand, 
and deposits, on the other; or, at least, we should 
expect a close connection between changes in 
these items. After allowing for seasonal move- 
ments, it is clear from Table III that this has not 
been the case for individual quarters, which, 
along with portfolio shifts, complicates the task 
of the central bank, if this is its objective, in 
trying to control credit expansion by controlling 
deposits via reserves. The gradual upward drift 


“ The call reports include three member mutual 
savings banks. A minimum of three calls on mem- 
ber banks must be made each year, but in practice 
there have been four: one in March or April, 
one in June, one in September or October, and 
one on December 31. Since 1957 the June call has 
no longer necessarily been on June 30, presumably 
to avoid “window-dressing.” 

* From the instability in the average ratios of 
loans and investments to deposits may be inferred 
an even greater instability in the marginal ratios. 
Thus, during the years 1955-57 this ratio ranged 
from —3.062 to +.591 and was negative in four of 
the twelve quarters. The December drops in the 
average ratios have been due to large last quarter 
increases in demand depesits, probably occurring 
mostly in late December. 


= W. | 

| 
1954 | 415| 1 | 9.59 | 8.02 
6-30 | 2 9.50/ 7.90 ad 

10-7 | 3 37 | 9.27 | 7.92 
| 12-31 | 4 | 9.28 | 7.76 
if 

1955 | 411] 1 35 | 9.30 | 8.02 
| 630] 2 56 | 9.53 | 8.06 
| 10-5 | 3 85 | 9.62 | 8.26 AY 
12-31 | 4 | 66 | sm 7.81 i 
1956 | 410| 1 86.00 | 9.81 | 8.44 
6-30 | 2 | 84.87/ 9.89) 8.39 A 

926 | 3 | 86.38/| 9.97| 8.61 
12-31} 4 | 82-65 9.84 | 8.13 

1957 | 3-14 | | 86.15 | 10.03 | 8.64 

| 66 | 2 45 | 10.20 | 8.92 , 

3 70 | 10.31 | 8.94 
| 12-31 | 4 12 | 10.22 | 8.53 ft 
1998 | 34 1 83 | 10.38 | 9.01 
| 6-23 2 17 | 10.01 | 8.73 a 
| O24] 3 62 | 10.20 | 9.04 q 

| 12-31 4 71| 9.98 | 8.46 
| 
1959 | 3-12 | 8.97 ve 
| 6-10 9.11 at 
| 10-10 | 9.20 
| 12-31 | 
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in the ratio of loans and investments to deposits 
is evidently to be explained in part by continual 
reductions in reserve requirements and the rela- 
tive shift to time deposits in the past several 
years. 

Similarly, the ratio of capital accounts to de- 
posits is fairly unstable and displays strong 
seasonal movements; also, it reflects the upward 
trend desired by the supervisory authorities. 

Against the relative instability and distinct 
trends of these two ratios must be viewed the 
highly stable and quite “cyclical” behavior of 
the ratio of capital accounts to loans and in- 
vestments. Judging from recent experience, the 
ratio appears to fall during periods of monetary 
ease and rise during periods of restriction. The 
only disturbances in this pattern are (1) the 
December drops, which in every instance here 
but 1957 have been due to larger last quarter in- 
creases in loans than in capital accounts,” and 
(2) the June 1958 drop, which is explained 
mainly by a second quarter increase of $5.3 
billion in U. S. Government security holdings. 
It might be presumed that the rise in the ratio 
during periods of restriction is an indication of 
the effectiveness of monetary policy, ie., that 
loans and investments are declining. Yet total 
loans and investments of member banks during 
1955-57 continued to grow at nearly the same 
rate as in the previous years. In the absence of 
earning asset declines, the ratio might actually 
be expected to decrease during periods of re- 
striction because, e.g., banks maintain dividends 
in the face of decreased earnings or incur losses 
on loans and investments which are charged 
against undivided profits.” A high degree of 
stability in the ratio might generally be at- 
tributed to the fact that earning assets and capi- 
tal accounts tend to be similarly affected by 
losses and recoveries; also, bank earnings and, 
thus, undivided profits tend to be greater when 
loans and investments are greater. 

The fact remains, however, that the ratio dis- 
plays a definite tendency toward cyclical move- 


* In 1957 the last quarter increase in U.S. Govern- 
ment securities was greater than the increase in 
loans. 

“In the latter case, the ratio would decrease, 
since the denominator, a multiple of the numerator, 
and the numerator would be reduced by the same 
absolute amounts. The same holds true for trans- 
fers to loan and investment reserves. 
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ment, rising during monetary restriction and 
falling during ease. This may be taken as an 
indication that the ideas presented here are at 
least within the bounds of possibility as a de- 
stabilizing kind of action by banks. If, during 
periods of pressure on reserves and deposit in- 
creases, banks should use their capital accounts 
to maintain some of their capacity to lend and 
invest, the ratio of capital accounts to earning 
assets would rise. The opposite reasoning would 
explain why the ratio tends to fall during periods 
of plentiful cash reserves. 

As Fig. 1 demonstrates, the changes in capital 
accounts since 1954 have not been attributable 
to one item, ie., capital stock or undivided 
profits, but, rather, all except the small miscel- 
laneous item have been involved. Actually, be- 
cause of the possibilities for transfers among the 
capital accounts, especially undivided profits and 
surplus, this might be expected. It should be 
noted that the ideas suggested here refer to 
variations in the relative importance of capi- 
tal accounts in maintaining bank lending and 
investing capacity, so that aggregates of the 
various capital account components may not, 
by themselves, reflect the behavior in question. 

A final question concerns the significance for 
monetary policy if banks use their capital ac- 
counts to maintain their lending and investing 
during intervals of monetary restriction. It is, 
of course, possible that such activity would 
merely transfer funds from some active spenders 
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(stockholders) or intermediaries in the expendi- 
ture process (lenders) to other active spenders 
(borrowers from banks). On the other hand, 
similar to the argument in the “portfolio shift” 
case (see above), earnings might just as well be 
withheld from holders of otherwise idle money 
balances and used to finance increased loans to 
spenders. In this event velocity (but not neces- 
sarily deposits) will be higher than it would 
have been. This could then partially account 
for increased total expenditures during periods 
when interest rates are rising and demand de- 
posits are fairly stable. 

It would be quite ironic that a short-run ob- 
stacle to the effectiveness of monetary policy 
should generally have the blessing of the super- 
visory authorities, who view the substantial long- 
run growth in bank capital since World War II 
as a healthy and necessary adjustment to the 
thin wartime capital position of banks. What, 
in essence, is suggested here is that these capital 
increases may at times be accelerated in such a 
way as to be mildly offsetting to monetary 
policy. Further research on this problem, if it is 
ever forthcoming, might well either refute the 
assertions made here or find that they are closely 
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related to size, location, or some other character- 
istic of particular groupings of banks.” 


*If needed, a policy corrective is a variation of 
the minimum capital and surplus to asset ratios re- 
quired in several Latin American and Asian coun- 
tries. The central bank would establish, when neces- 
sary, a certain range within which the ratio of 
capital accounts to earning assets may be allowed 
to move. Any policy directly affecting the magni- 
tude of bank lending and investing activities would, 
of course, remove the need for particular attention 
to the capital accounts. See Peter G. Fousek, For- 
eign Central Banking: The Instruments of Mone- 
tary Policy (New York: Federal Reserve Bank of 
New York, 1957), pp. 79-80. The requirement of 
certain capital and surplus to deposit ratios would 
probably be greatly disturbing because of the sea- 
sonal instability of deposits. See also Iverson, op. 
cit., pp. 13-16. 

Professor Iversen (ibid., pp. 15-16) has an in- 
teresting discussion of the “ten percent rule” ap- 
plicable to national banks (i.e., a national bank 
may not lend to one borrower an amount in excess 
of 10% of its “unimpaired” capital stock and sur- 
plus). He contends that such banks can rather 
easily transfer from undivided profits and reserves 
to surplus in order to augment the loan limit. To 
the extent this was done systematically during pe- 
riods of monetary restriction, national banks might 
in part offset a decreased demand for loans by offer- 
ing larger loans to existing borrowers. 
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THE ECONOMICS OF CONSCRIPTION? 


EDWARD F. RENSHAW 
University of California 


INTRODUCTION 


In recent years, the way in which governments 
procure military manpower has been subject to 
increasing criticism. During the United States’ 
last presidential election, the Democratic candi- 
date, Adlai Stevenson, proposed that conscrip- 
tion be abolished. With the publication of the 
Cordiner report on Professional and Technical 
Compensation, the idea that we abolish the 
draft in favor of a professional-forces concept 
of procurement has been gaining currency even 
among Congressmen.* Great Britain, one of our 
major allies, has announced an intention to 
abandon conscription as a way of obtaining 
personnel for her armed forces in 1960. While 
a four-year extension of the Universal Military 
Training and Service Act was overwhelmingly 
passed by the last Congress, mainly for strategic 
reasons,” the issue could and may of necessity 
be reopened before 1963." 


* The author is indebted to Arnold C. Harberger, 
Roland N. McKean, J. W. Milliman, and the editors 
of the Journal for helpful suggestions and criti- 
cisins. 

*U. 8. Defense Advisory Committee on Pro- 
fessional and Technical Compensation, A Modern 
Concept of Manpower Management and Compen- 
sation for Personnel of the Uniformed Services 
(Washington: U. 8S. Government Printing Office, 
1957), Vol. I, Military Personnel. 

*In the hearings before the U. 8. Senate Com- 
mittee on Armed Services, Extension of the Draft 
and Related Authorities (Washington: U. 8. Gov- 
ernment Printing Office, 1959), 86th Congress, Ist 
session, Congressmen Curtis, Wolf, and Meyer 
make critical statements suggesting that the Act 
should be given a fundamental reappraisal. 

* Ibid., p. 104. 

*In the hearings, it was argued by the Defense 
Department that extension for another four-year 
period would provide assurance to our friends, as 
well as any potential enemies, that we are de- 
termined to maintain our armed forces at levels 
necessary to deter aggression. “In our considered 
opinion, extension for a lesser period would tend to 
be interpreted abroad as a slackening in effort, 
and possibly a softening in attitude toward our 
worldwide commitments.” Jbid., p. 155. 

* Several have proposed that a study committee 
be set to review the functioning of the act. Jbid., 
p. 168. 
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From an economic point of view, it is fruitful 
to look upon conscription as a kind of tax having 
attributes in common with other taxes and fea- 
tures which are peculiar to the resource being 
taxed. Unfortunately, the word itself is not free 
from emotional overtones. Since some regard 
conscription as an unmitigated evil and others 
equate it with a sense of duty or the fulfillment 
of a sacred obligation to one’s country, some- 
thing that is not to be reduced to dollars and 
cents, the suggestion that we compare it to a 
tax is likely to be met with hostility and sus- 
picion. Perhaps one of the reasons why there is 
a reluctance to view conscription as a tax is 
that it tends in practice to be a particularly 
arbitrary tax falling on a group with a special 
and partly fortuitous distribution by sex, age, 
mental ability, and physical condition. 

In any event, it should be understood that in 
presenting what is largely a public-finance point 
of view, I do not mean to imply that there are 
not other (extramarket) and perhaps overriding 
values and considerations involved in conscrip- 
tion. My sole contention is that the tools of 
economic analysis provide a basis for clearing 
away some of the confusion which surrounds an 
increasingly controversial issue, the peacetime 
draft, and possibly a basis for reconciling the 
views of individuals and groups who appear to 
be in opposition. 

While we are accustomed to thinking of 
conscription in relation to military activities, the 
results presented in this paper may be of in- 
terest to underdeveloped countries facing an 
acute problem of revenue raising. 


THE WELFARE LOSS ASSOCIATED WITH RANDOM 
CONSCRIPTION 


Since supply can be thought of as measuring 
the alternative worth of resources to the civilian 
sector of the economy, plus or minus any utility 
or disutility the owner might attach to being 
drafted into the Army, it is an extremely useful 
construct for assessing the economic conse- 
quences of a policy of conscription. 

Provided supply is not perfectly elastic, there 


5] 
4 
| 
ret} 
‘ 
“7? 
“oe 
. 
a 
rd 
tf 
int 
= 


is a welfare cost or resource misallocation associ- 
ated with a policy of random conscription. This 
can be demonstrated diagrammatically in rela- 
tion to a supply curve (S), which for the sake 
of simplicity is assumed to be linear. (Since the 
true supply curve is probably concave upward— 
some individuals might not be willing to serve 
at any price—the effect of this simplifying as- 
sumption is to bias our estimate of the welfare 
loss downward.) See Figure 1. 

The owners of conscripted resources are 
typically given a nominal remuneration, depicted 
by the pay rate (P,). Provided the pay rate is 
not too low, a certain quantity of resources (X,) 
will be volunteered. 

Of the total quantity of resources available 
(X;), assume that the quantity (X,) is de- 
manded or considered essential for the defense 
effort. (In order to avoid confusing the welfare 
loss with what is essentially a substitution loss, 
demand is initially assumed to be perfectly 
inelastic.) 

If the increment in required resources (X, — 
X,) is conscripted randomly from the population 
of nonvolunteers (X, — X,), the net cost to 
individuals is a fraction (X, — X,)/X, — X;) of 
the total area (ACE) under the aggregate 
supply curve above the prevailing pay rate. This 
fraction could be selected in any way, but for 
our purposes it will be convenient to choose the 
triangular area (ACD). 

As a minimum, the cost to individuals could 
be reduced to the triangle (ABD) provided only 
those individuals with the lowest supply price 
were identified and conscripted. Since this tri- 
angle is common to the larger triangle (ACD), 
the net cost of random conscription is the tri- 
angular area (BCD). See the shaded area in 
Figure 1. 
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TABLE I 
Tue We.rare Loss AssociaTep RaNnpoM 
ConscRIPTION EXPRESSED AS A PROPORTION 
or Its Tax VALUE 
Resources Required as a Per Cent 
of Total Resources 
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Expressed in more general terms, the net cost 

of random conscription is: 
¥e(P, — P,)(X,; — Xs) 

Subjecting the expression to evaluation, we 
note that the rate (P, — P,) is precisely the in- 
crement in pay that would be necessary to at- 
tract the required resources without conscrip- 
tion. The expression (P, — P,)X,, therefore, 
represents the tax value of conscription. If the 
net cost of random conscription is expressed 
as a ratio to the tax value, the welfare loss or 
resource misallocation (w) simplifies to: 

w= X,/2X, — 


The welfare loss—defined as the multiple 
which the net cost of random conscription is of 
the tax value of conscription—is solely a func- 
tion of relative resource requirements. This is 
an important result, for it implies that the wel- 
fare loss can be approximately estimated without 
knowledge of the underlying supply relation- 
ships; for example, whatever the absolute tax 
value of conscription is, we know the net cost 
of random conscription is some multiple of it 
and that this multiple can be taken as an index 
of the welfare loss. 

In Table 1, (w) is computed for a range in 
resource requirements. As one would expect, 
the higher the relative resource requirement, the 
smaller the welfare loss. If only 25 per cent of 
the available resources are required, the welfare 
loss is 1.5 times as great as the value of the 
tax; if 50 per cent are required, it is one-half 
the value of the tax; if 75 per cent are re- 
quired, it is 16.7 per cent of the tax; and if 
100 per cent are required, the loss diminishes 
to zero. 


THE SUBSTITUTION LOSS ASSOCIATED WITH 
A POLICY OF CONSCRIPTION 


One of the dangers in a policy of conscription 
which was emphasized in the Cordiner Report 
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is that the armed services may be forced into 
an overreliance on first-term enlistees by virtue 
of their apparent cheapness. If a large part 
of the manpower requirement can be obtained 
at a price below its market worth, the armed 
services have little incentive to utilize draftees 
efficiently. Part of the waste which is likely to 
occur can be illustrated in terms of economic 
constructs by assuming that the marginal 
productivity of first-term enlistees has some 
elasticity. 

In Figure 2, a downward sloping marginal 
productivity (demand) curve (D) is shown 
intersecting the prevailing pay rate (P,) at 
what is considered the requirement (X,) with 
conscription. If the military were required to 
pay the market rate, however, only the quantity 
(X,) would actually be demanded. The hatched 
triangular area (ABC) lying between (X,) and 
(X:), above the demand (D) and below the 
supply curve (S), can be interpreted as a meas- 
ure of the possible substitution loss. It equals 
¥e(P, — P,)(X, —X,). Expressed as a ratio to 
the tax value of conscription, the substitution 
loss (s) simplifies to: 


= — X,/2Xx, 


Since the equilibrium quantity (X,) is de- 
pendent upon a whole set of demand and supply 
relationships which are probably not known 
with any precision, (s) is at best conjectural. 
We can, however, table (s) as a function of the 
percentage equilibrium demand is of the con- 
scripted demand. This is done in Table 2 


MITIGATING THE LOSS 


In the foregoing analysis, supply was used as 
a standard with which to appraise the economic 
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TABLE II 
Tue SusstiruTion Loss ASSOCIATED WITH 
CONSCRIPTION EXPRESSED AS A PROPORTION 
or THE Tax VALUE OF CONSCRIPTION 
Per Cent Equilibrium Demand is of 
the — Demand 
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consequences of conscription. From an assumed 
upward-sloping supply curve, it was shown that 
if the requirement is low in relation to the avail- 
able resources, welfare could be increased (one 
can infer that some individuals could be made 
better off without making others worse off) if 
conscription were made less than random. Since 
the paragon of nonrandomizers is, by assump- 
tion, the market, it follows (in theory) that the 
welfare loss associated with a policy of con- 
scription can be reduced by causing behavioral 
responses to simulate a free market. 

Provided the resource allocation problem is 
merely that of taxing or obtaining revenues with 
which to command goods and services on public 
account, a more optimal result could be ob- 
tained by allowing draftees either to “buy their 
way out” by paying the Government a sum 
of money or to secure for themselves a “sub- 
stitute.” 

1. The serve-or-pay method is much to be 
preferred from a total revenue point of view, 
since it yields money in addition to resources 
in kind.’ One variant of this method was actually 
adopted by this country during the Civil War 
when draftees were permitted to avoid service 
by paying the Government $300. 

Assuming that income is distributed in a 
socially acceptable manner, the pay-or-serve 
plan can be made equitable by sending draft 
notices to all of the available resources. If the 
existing distribution of income is not acceptable, 


*One of the more acute economic problems oc- 
casioned by mobilization is excess purchasing 
power. If controls are to be effective and inflation 
avoided, ways must be devised for drying up excess 
purchasing power resulting from increased money 
incomes chasing fewer and fewer consumption 
goods. Pay-or-serve conscription would be helpful 
in this respect. See Scitovsky, Tibor, Shaw, and 
Tarshis, Mobilizing Resources for War: The Eco- 
nomic Alternatives (New York: McGraw-Hill 
Book Co., 1951), 284 pp. 
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classes of individuals might be allowed to buy 
their way out at different rates. The optimal 
rate or rate pattern should not be difficult to 
discover, since too high a rate would attract too 
many resources in kind, while a low rate would 
attract too few. 

Unfortunately, it is not possible to make 
a direct comparison of the welfare loss resulting 
from random conscription and that which would 
result from pay-or-serve conscription, since some 
individuals who would not serve in a free 
market might not be able to buy their way out 
under the pay-or-serve plan. If the supply func- 
tion were to approximate an indifference func- 
tion between paying and serving, the results 
would be close to that which would occur under 
a free market. At a tax rate of (P, — P,) in 
Figure 1, (X,) individuals would serve while 
(X, — X,) individuals would buy their way out. 

2. A feature of the substitute approach which 
distinguishes it from other kinds of conscription 
is that the tax burden tends to be shifted onto 
those individuals who are rich enough to buy a 
substitute. One can visualize two extremes to 
the substitute approach, each entailing some- 
what different results, though in practice the 
two extremes would merge. 

(a) The easiest extreme to analyze is the 
ease in which an individual receiving a draft 
notice must either present himself or secure a 
substitute; he is not allowed to substitute for 
someone else, as would be the case in a per- 
fectly functioning substitute system. Provided 
all notices are sent out simultaneously or there 
is no anticipation of receiving them, the result 
under imperfect substitution would approximate 
that which is obtained under pay-or-serve con- 
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scription. The essential difference is that notices 
are not sent to everyone as would be the optimal 
thing to do under pay-or-serve conscription; 
hence, some individuals who would not serve vol- 
untarily and could not afford to buy their way 
out will be fortunate enough not to receive a 
notice. 

(b) The difficulty with imperfect substitution 
is that some individuals will anticipate the draft 
and find it in their best interest to hire out as a 
substitute rather than run the risk of receiving 
a notice and bearing the full cost of conscription 
themselves. A fraction of those individuals who 
would otherwise purchase a substitute are in- 
duced to offer themselves as substitutes in order 
to minimize the expected tax. The effect of this 
kind of substitution is to depress the market 
price for substitutes and create a small welfare 
loss which will be analyzed in the extreme case 
of perfect substitution. 

In a perfectly functioning substitute system, 
no person would enter the conscripted industry 
as a draftee; he would either buy a substitute 
or substitute himself for someone else. Unless 
the Government were willing to place an in- 
dividual in double jeopardy of being drafted, 
the maximum requirement that could be raised 
under perfect substitution would be 50 per cent. 
To secure this large a requirement, notices would 
have to be sent out to all of the available re- 
sources, half of whom would pay the other half— 
perhaps one-half of the free market supply price 
—to go in their place. 

At any requirement less than 50 per cent, some 
individuals will be fortunate enough to escape the 
alternative of either substituting or being sub- 
stituted. As a consequence, there are in effect 
two groups entering the substitute market on 
the supply side: the group which has not re- 
ceived a notice and is willing to substitute at 
a market rate and the group which has re- 
ceived a notice and is willing to substitute as a 
way of minimizing the tax associated with con- 
scription. 

Without going into great detail, it can be dem- 
onstrated that there is a welfare loss associated 
with the behavior of the latter group. In Figure 
3, the following kinds of relationships are as- 
sumed: that the conscriptive pay rate is (P.); 
that there exists a market supply curve (S) 
having the equation (X = p); that there exists 
an indifference function (J) having the equa- 
tion (z = 2p) at which suppliers receiving draft 
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notices are indifferent between being or pur- 
chasing a substitute. 

From these relationships, it follows that there 
exists a demand for substitutes (D’) which is an 
inverse reflection of (J) reduced by the ratio 
of draft notices to available resources (n). Set- 
ting the available resources (X,) equal to 100, 
the demand for substitutes can be expressed by 
the following equation (x = 100n — 2pn). The 
supply of substitutes coming from notices will 
have the equation (z 2pn); the residual 
market supply will have the equation [z 
p(1 — n)’. Summing the two sources of supply, 
we are left with an aggregate supply function 
(S’) which has the equation (x = p + pn). 

By specifying either the requirement or the 
ratio of notices to the available resources, one 
can solve the demand and supply equations for 
the remaining two variables. In Figure 3, this 
is done for a requirement of 30 per cent (X;). 
In order to obtain this requirement, notices 
must be sent out to 50 per cent of the popu- 
lation. The rate which attracts the required re- 
sources is (P,). At that rate, (X,) or 20 per 
cent of the population would volunteer their 
services of their own free will. Another 10 per 
cent, taken randomly from the population (X, — 
X,), volunteer their services because it eases the 
tax burden of conscription. The substitutes are 
supported by that portion of the population 
(X, — X;) receiving notices. The net welfare 
loss associated with perfect substitution is the 
shaded triangle. Expressed as a percentage of 
the tax value of conscription (P,X,), it equals 
5.6 per cent. This can be compared to a welfare 
loss (the hatched area in Figure 2) of 116.7 per 
cent that would be associated with random con- 
scription. 

From the foregoing comparison, it is ap- 
parent that the welfare loss associated with 
perfect substitution is small in comparison to 
that which would be entailed if conscription were 
random. Furthermore, the tax burden of con- 
scription is probably shifted away from those 
who serve by one-half. Since the cost of avoiding 
service is less than it would be under either im- 
perfect substitution or pay-or-serve conscription, 
one need not be so concerned about the dis- 
utility crowd not being able to buy their way 
out. 

Substitution can be criticized on a number of 
grounds. At least three should be mentioned. In 
the first place, it is inequitable. Under imperfect 
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substitution, substitutes are rewarded for being 
fortunate enough not to receive a notice while 
individuals who could well afford a substitute 
may be fortunate enough not to incur the ex- 
pense. Likewise, in the case of perfect substi- 
tution, some “rich” individuals will get out of 
supporting substitutes unless the requirement is 
50 per cent. 

In the second place, there may be dissatis- 
faction with substitution on the part of the 
Government for reason of quality control. In- 
dividuals in the market for a substitute would 
find it in their best interest to seek out the 
minimal acceptable body. 

Finally, a market in substitutes would not be 
without cost. In order to protect themselves, 
substitutes should demand payment either 
through a financial intermediary that could be 
trusted or in a lump sum. The costliness of 
entering an imperfect capital market would 
weigh heavily on the efficiency of the system. 

Since there is an interpersonal comparison in- 
volved in any acquisition of resources on public 
account, a final choice between a free market 
selection, pay-or-serve conscription, and some 
variant of the substitution approach must rest 
on a consideration of either who should or, as 
the case may be, who can be made to bear the 
cost. 


RELEVANCE OF THE MODEL 


While a theoretical analysis of the welfare 
loss associated with conscription adds to our 
understanding of why countries resort to it 
during time of war and why the draft is subject 
to adverse criticism during peacetime when mili- 
tary requirements are reduced, caution must 
be exercised in applying the tabular results to 
actual cases. In the first place, conscription is 
rarely random. Secondly, there are allied wastes 
associated with a policy of conscription. Finally, 
there is a certain amount of discretion involved 
in determining requirement. 

1. One of the difficulties in using supply re- 
sponse as a criterion with which to determine 
the welfare loss associated with conscription is 
that conscription is usually resorted to at a time 
when there exists a conflict of interest. One of 
the reasons for conscription in time of war may 
very well be a belief that the disutility an in- 
dividual might attach to having his person em- 
ployed by the armed services should be dis- 
regarded in light of the more paramount 
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objective—national defense. (The extent to 
which the disutility of conscription can be ra- 
tionally disregarded depends, of course, upon 
the degree to which it undermines the efficiency 
of the conscriptee and his associates.) 

One way to strip disutility from the notion 
of a supply curve is to compute an opportunity 
cost curve, a schedule of prices which the avail- 
able resources command in the market economy. 
Given a set of rules, draft boards could and 
probably do, to some extent, use market infor- 
mation as a tool for selecting conscriptees in a 
way that will permit the combined military and 
civilian products to be maximized. 

A further modification of opportunity cost, 
almost universally resorted to by draft boards, 
is to weight employment data in terms of its 
essentiality to the over-all defense effort. Weight- 
ing opportunity cost in terms of essentiality 
can be justified on the grounds that some con- 
sumed values must also be disregarded in light 
of defense. 

While the welfare loss could in theory be 
eliminated by a discriminatory (nonrandom) 
selection of draftees, equity considerations weigh 
against such a selection. Our main reason for 
supposing that the Universal Military Training 
and Service Act approximates the condition of 
“randomness” is that nearly all eligible young 
men are required to serve. Out of consideration 
for equity, military personnel are not con- 
scripted for periods in excess of 2 years, even 
though 3, 5, or perhaps 25 years (as was the 
case in nineteenth century Russia) would be 
more optimal from an efficiency standpoint. 
Fathers constitute the only large, physically fit 
group exempted from service, and the reason for 
their deferment is not directly related to eco- 
nomic efficiency. 

2. The welfare loss may, to some extent, be 
mitigated by the rather large number of ways 
in which an enlistee can fulfill his military ob- 
ligation. Individuals with critical skills may be 
allowed to join the three-month-active, eight- 
year-reserve program while other youth are 
encouraged to enlist for relatively longer periods 
of active duty in the service of their choice rather 
than be drafted into the Army. The gains in wel- 
fare afforded by these and other options, how- 
ever, are probably more than lost in the form 
of allied wastes. The possibility of allied wastes 
was touched upon in the section on substitution 
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losses. The classic examples are in the area of 
education and training. 

The Defense Department has for a long time 
been aware of the fact that inductees entail a 
greater budgetary cost than enlistees. Accord- 
ing to a recent estimate, if an allowance is made 
for initial training, it costs approximately $3,000 
more to obtain the same 29 months of effective 
service from inductees as can be obtained from 
one enlistee.* Furthermore, the period of induc- 
tion is so short that the Army simply cannot af- 
ford to develop and make use of much of the 
talent provided by local draft boards. The di- 
lemma, therefore, is twofold. On one hand, the 
armed forces are required to overinvest in the 
basic training of inductees and, on the other 
hand, find it rational to underinvest in providing 
for their specialized training. Much bitterness 
prevails among draftees performing routine 
tasks when they could be learning a useful skill. 
The high cost of education and training raises 
a serious question as to whether there exists 
any net tax value from a policy of peacetime con- 
scription.’ Elsewhere, this author has estimated 
that the supply curve for first-term enlistees 
would have to be less elastic than 1.7 in order 
for the peacetime draft to yield a budgetary 
saving.” 

3. The difficulty involved in estimating re- 
quirement is that “available resources” are not 
independent of “demand.” If the military de- 
mand were to suddenly shift dramatically ow- 
ing to a war or an agreement on disarmament, 
one could confidently predict that the eligible 
manpower pool would change accordingly. Con- 
gress and the Selective Service could be expected 
to manipulate both the age limits for induction 
and the mental and physical standards for re- 
jection in hope of bringing the supply of induc- 
tees more or less in line with the armed services’ 
demand. 

Rather than become involved in such con- 
troversies as whether women should be drafted, 
as is the case in Israel, or whether the non- 
combat activity of the armed services should 
be performed by civilians, as some would ad- 


*U. 8S. Senate, Committee on Armed Services, 
op. cit., p. 231. 

* Ibid., p. 69. 

” Renshaw, Edward F., An Inquiry into the 
Economics of Conscription (Chicago: University 
of Chicago Office of Agricultural Economics, 1959), 
Research Paper No. 5918, pp. 50-51. 
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vocate," I propose to take as an estimate of 
available resources those males who recently 
have been or presently are considered eligible 
by the Selective Service. 

At the present time, there are more than 11 
million men, mostly between the ages of 18% 
and 26, registered under the Selective Service 
System. During the period 1950-1957, 33.8 
per cent of the men who were given preinduction 
examinations at the direction of the Selective 
Service were disqualified. Another 5 or 6 per 
cent were probably disqualified at the time of 
their induction into the armed forces. If we 
reduce an 11 million figure by 40 per cent to 
allow for disabilities, the resulting resource 
base—6.6 million men—will certainly be con- 
servative, since many of the men who volun- 
tarily enter the service are never subjected to 
4 preinduction examination. 

On the demand side, we can take as given an 
active-duty strength of about 2.5 million men, 
which seems to be the figure that the services 
are prepared to maintain. This estimate must, 
of course, be reduced by some desired number of 
professionals not subject to recruitment via the 
Selective Service. Ilistorically, the number of 
individuals over 26 in the armed forces (the 
maximum age at which individuals are currently 
being inducted) has never been less than 25 per 
cent of the total active-duty strength. So if we 
assume an effective demand for draft eligibles 
of 1.875 million men, it will certainly be too 
large. 

Under these assumptions, the present military 
requirement [the ratio of effective demand (1.875 
million) to effective supply (6.6 million)] is not 
more than 28.4 per cent. It follows from the 
tabular results obtained in Part I that if con- 
scription is approximately random, the wel- 
fare loss (w) is at least 1.26 times the tax value 


=U. S. Senate, Committee on Armed Services, 
op. cit., p. 66. 
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of the draft. Even if one discounts this estimate 
considerably, it wouid still seem safe to con- 
clude that the welfare loss associated with the 
peacetime draft is greater than the loss associ- 
ated with other taxes. 

Drawing upon a number of demand studies 
conducted at the University of Chicago, Arnold 
Harberger has estimated that the welfare loss 
associated with the Federal excise taxes—which 
are particularly suspect in this connection— 
ranges from 1 to 25 per cent of the tax revenue 
collected, the median percentage being 5 per cent 
of the tax take. 

While different individuals might desire te 
modify the estimates presented in this paper, 
particularly on the grounds that intangible con- 
siderations have been neglected, the analysis 
does help to explain why conscription is almost 
universally resorted to in time of war and why 
it is subject to adverse criticism during peace- 
time when requirements are not so high. The 
welfare loss is a rapidly diminishing function of 
requirement, due in part to the fact that the 
tax value of conscription is a rapidly increasing 
function of requirement. A high requirement, 
combined with a need to subordinate consider- 
ations of personal disutility to the paramount 
problem of group survival, serves to make con- 
scription a highly desirable wartime tax. 

During peacetime when military requirements 
decline, a conflict tends to arise between con- 
siderations of efficiency on one hand, owing to 
the economies that may be obtained from spe- 
cialization, and considerations of equity on the 
other hand, which suggest that all of the avail- 
able resources should pay the tax. With war 
reduced to a probability and the military re- 
quirement so low as to permit secular increases 
in real disposable personal income, it is less 
clear that considerations of personal disutility 
should be disregarded in the allocation of re- 
sources vis-a-vis the military and the civilian 
economy. 


H 

| 

: 

"418 

- 


Defining the functions of the state is a favor- 
ite pastime of economists. Where we place the 
frontier between the public and the private 
sectors depends in part on our analytical tools, 
in part on our value judgments—some would 
say, our prejudices—and in part on our practical 
judgments regarding the actual performance of 
market processes and political processes in par- 
ticular countries and at particular times. John 
Stuart Mill for example, held that the govern- 
ment of what we would today call an under- 
developed country would do well to undertake 
functions he preferred to see discharged by pri- 
vate enterprise in the Britain of his day.’ 

There is nothing sacrosanct about a given as- 
signment of functions. There is a tendency, none 
the less, for public opinion to regard any assign- 
ment of a function to the public sector as irre- 
versible. “You can’t turn the clock back.” Yet 
the whole development of the last generation 
represents in many respects a turning of the 
clock back to the mercantilist period. If we are 
not to drift into some sort of unwanted to- 
talitarianism all of us, economists and non- 
economists alike, should be constantly re-ex- 
amining the frontier to make sure that the 
boundary line reflects our present values and 
our present economic and political techniques. 
No function should be immune from re-examina- 
tion—not even education. In fact, that is what 


* The ideas presented in this paper are obviously 
not original. To anyone familiar with the literature 
in this field it will be apparent that we have bor- 
rowed freely from many sources, particularly from 
John Stuart Mill and from two men separated 
more in time than in approach—Adam Smith and 
Milton Friedman. See Adam Smith, The Wealth 
of Nations, Bk. V, Ch. 1, Art. 2, and Milton 
Friedman, “The Role of Government in Edu- 
cation,” in Robert A. Solo, ed., Economics and the 
Public Interest (New Brunswick: Rutgers Univers- 
ity Press, 1955). Anyone who has read the un- 
published paper given at a 1958 meeting of the 
Mont Pelerin Society in Switzerland, or the ex- 
cerpts from it which appeared in the editorial 
pages of the Wall Street Journal (May 4 and 
May 8, 1959), will also realize the extent of the 
author’s indebtedness to his colleague, Dean Ben- 
jamin A. Rogge. 
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we propose to do in this paper. Why should the 
state be any more concerned with education 
than it is with religion? If it should be, should 
the concern be limited to subsidizing education, 
or should it take the form of administering it 
as well? Up to what level should the support 
extend? Is the responsibility, if any, primarily 
federal or primarily local? Assuming that there 
is a public responsibility, how are we to know 
when it has been adequately discharged? 

The strictly economic arguments in favor of 
public support of education are known. Educa- 
tion is both a consumer good and a capital good. 
It is called into existence by demand. Private 
demand will be adequate if it attracts re- 
sources into the field up to the point at which 
the last dollar invested yields no more and no 
less than the last dollar invested in all other 
alternatives. This is our economic test of ade- 
quacy. It rests on the belief that decisions 
reached by dollar votes cast in the market place 
are as worthy of respect as those cast in the 
quiet of the voting booth. It assumes that 
people who vote their dollars stupidly are apt 
to do the same with their political votes. 

Yet there are a number of reasons why the 
dollar votes for education may fall so far short 
of the number required under this test of 
adequacy as to justify use of the political process, 
imperfect as it may be, to make good the de- 
ficiency. 

Education is an acquired taste. Left to them- 
selves, many children will demand very little of 
it. Up to a certain point it must be forced 
upon them. But this does not prove that the 
state must do the forcing. The basic consumer 
unit in a free society, as Frank Knight has so 
often pointed out, is not the individual but the 
family, and within the family the decision mak- 
ing function is exercised by the head of the 
family. It is up to him to exercise the com- 
pulsion. (We shall not enter into the delicate 
question as to who, in fact, is the head of the 
family.) 

But if the head of the family is not educated 
he may not appreciate the need for educating 
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his children sufficiently to forego the additional 
income to be derived from their labors. Children 
should not be sacrificed to the ignorance or the 
cupidity of their parents. 

This consideration led Mill, in his famous 
Essay on Liberty, to conclude that for the Eng- 
land of his time parents should be compelled 
to educate their children with the state defray- 
ing the costs only in cases of extreme indigence. 

Most people in the United States today ap- 
pear to believe that the investment in educa- 
tion will be inadequate unless the state resorts to 
both compulsion and subsidy. And indeed the 
ease for subsidy is stronger than Mill appears 
to have recognized. 

First of all, subsidy reduces the resistance of 
parents to compulsion. Secondly, it is needed to 
compensate for the inadequacy of the demand 
stemming from families whose educational de- 
ficiencies make them unaware of their responsi- 
bilities toward their children. Thirdly, it recog- 
nizes that the individual business firm cannot 
be expected to contribute voluntarily to general 
education despite the fact the modern business 
needs a literate labor force. If slavery were per- 
mitted, or if young people could contract to 
sell their future services for an extended period 
of time, the situation would be different. The 
combined demand coming from families and 
from business might suffice. In a free society, 
however, it is probably true that the incentive 
to invest in general education is inadequate in 
the sense in which we have defined the term. 

In addition to these narrowly economic argu- 
ments there are others of a non-economic sort. 
They depend heavily on value judgments. Their 
strength as well as their weakness is their vague- 
ness. The more weight one attaches to them the 
more difficult it is to persuade oneself that edu- 
cation is not being shamefully starved. We shall 
mention four. 

First is the egalitarian argument. Competitive 
private enterprise is alleged to generate ob- 
jectionably large income inequalities which the 
institution of inheritance tends to aggravate. The 
level of taxation needed to bring inequality 
within socially acceptable limits would be crip- 
pling. On the other hand the taxes needed to 
support an adequate educational system can, 
over time, produce a socially acceptable equaliza- 
tion of earned income with positively favorable 
effects on the size of the national product, by 
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the simple process of reducing the proportion 
of the illiterate and unskilled in the labor force. 

Second is the equality-of-opportunity argu- 
ment. A child who is uneducated because of 
the poverty or indifference of his parents has less 
opportunity than a child of equal abilities who 
was fortunate enough to be born into a family 
prepared to defray the costs of an adequate edu- 
eation. 

Third is the socio-political argument. Accord- 
ing to former President Conant of Harvard, a 
democracy’s needs are best served by public 
secondary schools which accommodate all youth 
in a given locality. This is an argument for a de- 
facto monopoly of education by public au- 
thority. C. A. R. Crosland, an economist, an 
Oxford Don, a former Labor member of Parlia- 
ment finds much bitterness and social envy in 
Britain and attributes this situation more to 
the country’s mixed educational system than to 
differences in incomes.* Conant appears to share 
his feelings that private elementary schools pro- 
mote snobbery and exert a divisive and socially 
harmful influence. 

From this it is only a short step to the 
indoctrination argument. In a democracy the 
young must understand the virtues of the demo- 
cratic way of life. This is a job for the state. 
Totalitarian regimes invariably do this and this 
is, of course, very wrong; but it is all right for 
a truly democratic state to do it. 

Let us look now at some arguments on the 
other side. 

First of all a word of caution regarding the 
under-investment argument. It applies wherever 
an enterprise provides by-products which cannot 
be packaged and sold to their beneficiaries and 
which cannot be withheld from them. Education 
is only one example among many, In his The 
Economics of Welfare Pigou exposed in masterly 
fashion the shortcomings of the price mechanism 
arising from the divergence of social benefits and 
private benefits, social costs and private costs. 

As indicated earlier, we recognize the theo- 
retical case for using the taxing and spending 
power to keep the marginal ~roductivity of capi- 
tal approximately the same in all sectors of the 
economy. But we are impressed by two facts: 
first, that the doctrine provides no quantitative 
measure of the magnitude of the indirect bene- 
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fits; and second, that the political processes 
needed to correct the situation frequently intro- 
duce, via the gentle art of sectional log-rolling, a 
serious overinvestment bias. An effective way of 
disciplining the political processes is to assign the 
task of correcting such situations to levels of 
government which are roughly coextensive with 
the areas within which most of the indirect 
benefits accrue. Since the governments of these 
areas lack important elements of sovereignty— 
the power to impose tariffs and quotas, to use 
the printing press, to levy highly progressive 
taxes, to devalue currency, to restrict the entry 
and the exodus of people from their jurisdiction 
—they must accomplish their task in such fash- 
ion as to maintain the competitiveness of their 
foot-free businesses in interstate markets, i.e., 
the firms which might come in and those which 
might leave. Interarea competition effectively 
disciplines the political processes, particularly in 
a popular democracy which has come to accept 
the principle of progressive taxation as “just.” 

All this adds up to saying, keep the federal 
government out of all multiple-purpose enter- 
prises that do not yield predominantly national 
benefits. Defense against foreign aggression is 
clearly a task for the federal government. Rec- 
lamation, flood control, power developments, to 
cite other important multiple-purpose enter- 
prises, seem to us to fall within the jurisdiction 
of individual states or groups of states operating 
through interstate compacts. 

But what about education? Given the geo- 
graphical mobility of the American people and 
given the desirability of developing a loyalty 
to the United States as a whole, are not the in- 
direct benefits of education overwhelmingly 
national? And even if they are not, can it not 
be said that at least for the time being the 
people in the poorer states have a claim on their 
fellows in the wealthier states because they are 
now paying for the rearing and education of 
young people who will spend their productive 
years in the wealthier states? Are not the latter 
getting something for nothing? 

This seems to us to be the single most im- 
portant reason for federal aid to education— 
not aid to all the states, but simply to those with 
real per capita incomes substantially below the 
national average. Federal aid of this sort, how- 
ever, would have little political appeal because 
it would not create the illusion in all states that 
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something is being had for nothing. Even so, 
the case would be more convincing if the federal 
government were not through such measures as 
the Fair Labor Standards and the Walsh-Healey 
Acts simultaneously imposing unnecessary costs 
on these poorer states which reduce the inflow 
of private capital by a multiple of anything the 
federal government is likely to provide in the 
form of educational aids.’ 

Our general conclusion then with respect to 
the under-investment issue is that the responsi- 
bility for public aid to education had best be 
left at the local level, ic., with the states and 
their political subdivisions. We believe that they 
are quite able to bring the investment in edu- 
cation up to the point that we have defined as 
“adequate” from the narrowly economic point 
of view. 

We turn next to a brief consideration of the 
four non-economic arguments: the egalitarian, 
the equality-of-opportunity, the socio-political 
and the indoctrination arguments. 

The effective functioning of a predominantly 
private enterprise economy requires the ac- 
ceptance of substantial personal inequalities. 
There are measures, however, which simulta- 
neously result in a more equal distribution of 
rewards and an increase in the amount to be 
distributed. Government expenditures for educa- 
tion will have these consequences if not carried 
beyond the point indicated by our “adequacy” 
test; in addition, they can help realize what 
seems to us to be the ethically defensible ele- 
ment in the equality-of-opportunity argument, 
viz., that individuals of equal abilities should not 
be subjected by law to continuously and arbi- 
trarily different obstacles to personal develop- 
ment. 

The “democratic indoctrinization” argument 
is more doubtful. A people who believe in indi- 
vidual freedom should not, it seems to us, use 
the compulsive powers of the state to “sell” a 
particular brand of socio-political philosophy, 
even the one we favor. All brands should have 


*Quoting oneself is pleasing to the ego but 
adds nothing to the validity of an assertion. It 
does, however, permit a sufficiently curious reader 
to discover the evidence and the line of reasoning 
upon which the writer relied. So in this con- 
nection see the writer’s “Geographical Aspects of 
a Minimum Wage” in the Harvard Business Re- 
view, Spring, 1946; “Industrialization and the 


South” in this Journal, April 1949. 
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to be sold and resold continuously in the market 
of ideas-en a footing of complete equality. The 
state has discharged its responsibility toward 
education when it has supported it up to the 
level at which the partisans of the various brands 
can make their cases through reasoned argu- 
ment at public meetings and through a free 
and uncontrolled press. 

There remains the socio-political argument 
for compulsory, gratuitous and publicly ad- 
ministered education which was summed up in 
President Conant’s statement quoted earlier: 
“A democracy’s needs are best served by public 
secondary schools which accommodate all youth 
in a given locality.” This is a strong argument. 
Few would deny that the American public school 
system has been part of the process by which 
children of many races, creeds and colors have 
been transformed into a new breed knewn as 
Americans. 

Through most of the past 100-odd years, how- 
ever, the public schools never had anything ap- 
proaching a de facto monopoly and the schools 
themselves were under many and diverse local 
controls. Of recent years, however, control has 
tended to gravitate to the states and, if federal 
aid for education becomes a reality, it seems 
probable that within a generation or two ef- 
fective control will have shifted to Washington. 
Simultaneously taxes have reached such a level 
that relatively few parents can afford to send 
their children to private schools. 

Thus the misgivings expressed by John Stuart 
Mill in his Essay on Liberty may become a 
reality. 


That the whole, or any large part of education 
should be in State hands, I go as far as anyone 
in deprecating. All that has been said of in- 
dividuality of character, and diversity in opinion 
and modes of conduct, involves, as of the same 
unspeakable importance, diversity of education. A 
general State education is a mere contrivance for 
moulding people to be exactly like one another: 
and as the mould in which it casts them is that 
which pleases the predominant power in the gov- 
ernment, whether this be a monarchy, a priesthood, 
an aristocracy, or the majority of the existing gen- 
eration, in proportion as it is efficient and successful 
it establishes a despotism over the mind, leading 
by natural tendency to one over the body. An 
education established and controlled by the State 
should exist, if it exists at all, as one of many com- 
peting experiments, carried on for the purpose of 


121 


example and stimulus, to keep the others up to a 
certain standard of excellence‘ 


We are now ready to indicate what we think 
the role of the state should be in the field of 
education. 

We believe that the state should support and 
support generously general education to the 
minimum level needed for the effective function- 
ing of a free and democratic society. No one can 
say with assurance where this minimum level 
lies. We are inclined to put it at eight years of 
schooling or 14 years of age. We would have no 
quarrel, however, with those who would put it 
a couple of years higher. 

We believe that the responsibility should be 
kept at the state and local levels and discharged 
in such fashion as to restore competition and 
effective freedom of consumer choice in this im- 
portant area. 

There are a number of ways of accomplishing 
this. (i) The state could provide free schools 
and subsidize all accredited private schools. The 
Dutch adopted this system some 50 years ago 
after a long and tumultuous experience with 
compulsory, integrated, non-sectarian public 
schools. Various minorities vehemently objected 
to having to support schools to which they were 
unwilling to send their children. Religious ani- 
mosities were fanned, government after govern- 
ment fell on the education issue. The removal of 
the fiscal discrimination appears to have pro- 
moted religious tolerance and to have given Hol- 
land a highly competitive and excellent mixed 
educational system. At present the public schools 
take care of approximately one-third of the chil- 
dren of school age. Each and every school has to 
meet the test of consumer acceptance. The system 
is said to be expensive, but the results are re- 
garded as worth the extra cost. 


‘John Stuart Mill, Essay on Liberty, (New 
York: Oxford University Press, 1912), pp. 129-30. 

* This is the impression gained during a recent 
visit to Holland, and particularly from an illumi- 
nating conversation with a high official in the 
administration of the Amsterdam public schools. 
For the historical background see George Ed- 
mundson, History of Holland (Cambridge: Cam- 
bridge University Press, 1922), p. 415 and passim 
thereafter and Adriaan J. Barnouw, The Dutch: 
A Portrait of the People of Holland (Cambridge: 
Cambridge University Press, 1940), especially pp. 
90-92 where the following passages will be found: 
“Nineteenth-century Liberalism saw in the public, 
nonsectarian school the best promoter of social 
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The French Government has recently moved 
in the same direction and apparently for the 
same reasons. A Law of December 31, 1959 
makes mandatory substantial subsidies to pri- 
vate schools and to children attending both 
public ‘and private schools. 

(ii) Another possibility would be to subsidize 
the children going to private schools rather than 
the schools themselves.” This could be done by 


unity, because it brought together under one roof 
the children of Protestants, Catholics, and Jews. 
But this very aspect of the school was most bit- 
terly assailed by Calvinists and Roman Catholics 
alike. They did not want a neutral, purely rational- 
istic education for their children. They finally 
succeeded, after the war, in writing into the Con- 
stitution the principle of absolute equality of sec- 
tarian and public education, which meant that the 
costs of both must be defrayed from the public 
revenue. Hence all primary education, whether 
it be given in private or in public schools, is now 
charged to the Dutch taxpayer. The Elementary 
Education Act provides that, if in a community of 
less than five thousand inhabitants a denomi- 
national school is demanded by the parents of at 
least forty pupils, the government must comply 
with the request. The communes are divided, on 
the basis of their population, into five groups, and 
the minimum number of pupils required for each 
school is made progressive in accordance with this 
scale. Thus the Liberal ideal of public education 
transcending disparity of religion came to naught. 
But the change was a gain insofar as it stimulated 
parental interest in the school. Parents were en- 
couraged to take the initiative in the founding of 
schools, as it was believed that, having been in- 
strumental in establishing one, they would be 
more inclined to retain an interest in their own 
creation. It was on the strength of that assump- 
tion that the legislature wrote into the Elementary 
Education Act an article providing for the estab- 
lishment of parents’ councils. 

Too short a time has passed as yet to judge 
of the value of these councils. The teachers will 
probably find it more difficult to accept a co- 
operation forced upon them from above than if 
it had come about by mutual initiative. The good 
that is accomplished voluntarily has always greater 
value than the good done under compulsion. And 
will the parents, now that the law compels them 
to take an interest in the school, know how to 
use their influence to good account?” 

*A summary of the law in an English transla- 
tion will be found in Education in France, No. 9, 
March 1960, issued by French Cultural Services, 
New York, pp. 41-43. 

* Article 7 of the French law just referred to 
authorizes local communities to “give assistance 
to any child regardless of the school he attends” 
while the following article authorizes the Central 
Government to make scholastic grants to children 
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giving the families concerned vouchers worth 
approximately the average per student cost in 
the public schools and payable to any accredited 
private school on evidence that the children in- 
volved were in actual attendance. 

Both of these solutions presuppose that 
the standards established for the public schools 
—standards as to buildings, preparation of 
teachers, curriculum, etc.—should be the mini- 
mum standards required for the accreditation 
of private schools. The latter would be free, of 
course, to go beyond these standards and to 
charge such fees as were needed to meet the 
additional offerings and to attract the necessary 
capital. 

(iii) A third and more radical solution would 
be for the state to withdraw entirely from the 
administration of education and confine itself 
to encouraging basic education by granting the 
subsidies described in the preceding paragraph, 
but without using the public education as the 
yardstick for determining the amount of the 
subsidy or the quality of the education. The 
political processes would presumably see to it 
that the subsidy was adequate while interstate 
competition would check extravagance. Similarly 
the competition of private schools for the sub- 
sidy money and the competition of parents to 
get their children into the schools which seemed 
to be best might make it unnecessary for the 
state to establish elaborate accreditation stand- 
ards” 

Indeed excessively detailed standard setting, 
while protecting the public from charlatans, 
could be used to dominate education as 
thoroughly as if the state monopolized its fi- 
nancing and administration. We ourselves are 
inclined therefore to rest our faith on the ability 
of parents to distinguish between good and bad 
education and to rely on indirect means to ac- 
complish the state’s purposes. We discuss these 
indirect means in connection with the thorny 
problem of compulsion. 

Mill, it will be recalled, favored compulsion 
without subsidy for the Britain of his day. For 
the United States of today the possibility of 


attending private school operating under a govern- 
ment contract. 

*There would be no objection in principle to 
the state’s policing the honesty of the educational 
claims of the schools and to requiring minimum 
health and safety standards. We do this in the case 
of theaters, restaurants and hotels. 
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subsidy without compulsion deserves serious con- 
sideration. Compulsions tend to set up psycho- 
logical resistances which multiply the difficulties 
of persuasion. And education is in part a prob- 
lem of persuasion. We believe that in the United 
States in the mid-20th century the overwhelm- 
ing majority of parents would take advantage of 
the subsidy. Some children would suffer perma- 
nently and still more would suffer temporarily, 
but the total wastage might well be less than it 
is under our present system.’ Moreover the 
wastage could be considerably reduced by the 
introduction of indirect compulsions. 

Two examples will illustrate what we have in 
mind. The first has to do with the privilege of 
driving an automobile; the second with that of 
voting. 

By the time a youngster reaches age 14 he 
wants to drive a car. But this is a privilege, not 
a right. The state can establish objective fitness 
tests which would not only determine whether 
the applicant possessed the necessary physical 
qualifications, but also those minimum skills in 
reading, writing and arithmetic and that com- 
prehension of social relationships, which the edu- 
cational subsidy was designed to bring within 
the reach of every normal child. The knowledge 
that the mastery of these skills was a pre- 
requisite to the obtaining of the coveted driver’s 
licenses would keep in school most of those who 
at present are able but unwilling to let them- 
selves be educated. Such children as had dropped 
out of school before age 14 would have un- 
exhausted educational credits at their disposal 
and there would be plenty of profit-seeking 
schools eager to get these credits in return for 
teaching these distasteful skills.” 

Voting, like driving, is not an inalienable right. 
It is not something a normal individual acquires 
automatically if he manages to survive for 21 
years and to stay out of jail. It is a privilege and 
a responsibility which should be bestowed only 
on those who possess some minimum intellectual 
qualifications and some maturity. We would add 
“virtue” to the list if we knew any way of test- 
ing for it. Our value judgments make us dis- 
trustful of proposals for confining the suffrage 
to men of wealth, or to a small intellectual elite, 


* See the discussion of frustrations below. 

* Dropping the compulsory educational require- 
ment would involve revisions in our child labor 
laws. 
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in part because we doubt the existence of any 
high correlation between virtue, on the one hand, 
and wealth and intelligence on the other. We are 
disposed to believe, however, that the privilege 
of voting might well be restricted to those who 
have demonstrated capacity to master and to 
retain to the age of maturity the knowledge 
children are expected to acquire over the period 
of subsidized education. We think it is possible 
to draw up and administer objective examina- 
tions that would accomplish these purposes. 
Furthermore, we think these objective examina- 
tions might be repeated at intervals as is done in 
Indiana in connection with the renewal of auto- 
mobile drivers’ licenses. 

Some would fail as did the author of this 
paper in connection with his latest application 
for renewal of his driver’s license. Though he 
had driven for over 40 years without an arrest 
or a fine he missed some of the true-false ques- 
tions regarding the rules of the road, and had 
to take a make-up examination. He passed and 
is a safer driver for the experience. This entirely 
objective mass examination technique could 
similarly be applied to voting. If the person fail- 
ing had not used up his educational credit it would 
still be available to cover the expenses of in- 
struction. Otherwise it would be up to him to 
make good the deficiency by his own efforts if 
he wanted to vote or to run for a public office. 

The subsidy plus the “carrot” of the driver’s 
license would keep most children in school till 
they had exhausted their educational credits. 
The absence of any formal legal compulsion 
would improve attitudes and would help restore 
the discipline that has been undermined in many 
publie schools by the necessity of using them to 
keep young trouble-makers off the streets. 

Before considering the consequences of the 
change here recommended something needs to 
be said regarding the responsibility of the state 
for education beyond the elementary level. In 
general we believe that education beyond this 
level should be self-supporting. Each state would 
have to decide whether it would continue public 
high schools, colleges and universities, or leave 
the task to private enterprise. Our proposal does 
not express any preference as between privately 
and publicly administered education at these 
levels, any more than it does at the elementary 
level. The important thing is that the student 
fees at these levels should cover costs. Parents 
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would then be able to express their preferences 
in the light of their appraisals of quality and 
cost. 

Such a change would in any case have to come 
gradually, and should, in view of the fact that 
many private schools and colleges have large 
endowments. A satisfactory solution might be 
to introduce student fees where there are none 
now and then to increase all fees gradually till 
they covered all costs except interest on the 
value of present physical plant. In other words, 
present plant, not its maintenance, replacement 
or enlargement, would be treated as the equiva- 
lent of the endowments of the private institu- 
tions with which the public institutions would 
henceforth have to compete. 

Such are the proposals we come to as a re- 
sult of our analytical tools, our value judgments 
and our understanding of the way in which 
market forces and political processes work in 
the United States in the second half of the 20th 
century. They involve some sacrifices. If they 
tended to split society up into a large number 
of hostile groups at continuous war with one 
another we would prefer the present mixed sys- 
tem with all its imperfections. On balance, how- 
ever, we believe that the new system, which 
would also remain a mixed one, would, as in 
Holland, reduce social tensions“ and, in ad- 


"Since these lines were written the University 
of Chicago Press (1960) has published a book 
which will, we are confident, turn out to be a 
great landmark in the history of political, social 
and economic thought. The following paragraph is 
so relevant to the point we are trying to make 
here that we venture to reproduce it in full. 


It must at least seem doubtful that a society 
in which educational opportunities were uni- 
versally awarded according to presumed capac- 
ity would be more tolerable for the unsuccessful 
ones than one in which accidents of birth ad- 
mittedly played a great role. In Britain, where 
the postwar reform of education has gone a 
long way toward establishing a system based on 
presumed capacity, the consequences already 
cause concern. A recent study of social mobility 
suggests that it now “will be the grammer 
schools which will furnish the new elite, an elite 
apparently much less assailable because it is 
selected for ‘measured intelligence.’ The selec- 
tion process will tend to reinforce the prestige 
of occupations already high in social status and 
to divide the population into streams which 
many may come to regard, indeed already re- 
gard, as distinct as sheep and goats. Not to 
have been to a grammar school will be a more 
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dition, provide a better quality of education than 
we are now getting. 

We see at least six advantages. 

1. Competition and freedom of consumer 
choice would be restored in an important area. 
Competition would increase the variety of edu- 
cational offerings and promote innovation. Free- 
dom of choice would benefit particularly dis- 
criminating minorities who want education 
tailored to the needs and the capacities of 
their children. The interaction of these two 
forces protects consumers and over time pro- 
vides them with more and better goods. We see 
no reason why they should fail us in the area of 
education. 

2. Diversity in education would reduce the 
tendency to drab standardization which is pres- 
ent in our modern western culture. The eco- 
nomics of mass production promote this stand- 
ardization. The more we can keep alive di- 
versities of tastes, preferences and customs the 
more successfully will we keep alive the host of 
small businesses which cater to these diversities, 
and in the process help perpetuate the middle 
class upon which the maintenance of a free 
society may very possibly depend. 

3. The generous subsidization of elementary 
education and the full-cost pricing of education 
above this level would reduce the frequency of 
frustrations and resentments in juveniles and 
adults alike. 

Take first the case of juveniles. Children are 
not pawns. Education cannot just be poured 
into them. What a child can and will absorb 


serious disqualification than in the past, when 
social inequality in the educational system was 
known to exist. And the feeling of resentment 
may become more rather than less acute just 
because the individual concerned realizes that 
there is some validity in the selection process 
which has kept him out of grammar school. In 
this respect apparent justice may be more diffi- 
cult to bear than injustice.” Or, as another 
British writer has observed more generally, “it 
is one unexpected result of the Welfare State 
that it should make the social pattern not less 
rigid but more so.” 


The above statement is from F. A. Hayek's 
The Constitution of Liberty (Chicago: University 
of Chicago Press, 1960), pages 387-8, and the 
quotations are from D. V. Glass (ed.), Social 
Mobility in Britain (London: London, Routledge 
& Paul, 1954), and from a statement by Sir 
Charles P. Snow, as quoted in Time, May 27, 1957, 
p. 106. 
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depends on his abilities and his desires. With 
every year beyond a low age—as low perhaps 
as 14—the proportion who can profit from 
further formal education declines, and the pro- 
portion who for the time being, will profit, de- 
clines still more. Juvenile delinquency may well 
be due in some part to the fact that we are 
keeping children in school against their wills 
and denying them the opportunity to work 
and to earn money at a time when working with 
adults and spending their own money would 
prove more educational than further formal 
education. 

Just as compulsory education at the ele- 
mentary level can produce frustrations and 
resentments in the young so subsidization of 
higher education can produce similar effects in 
many of those who are encouraged to go on be- 
cause education appears to be a bargain. After 
years of study and of sacrifice they discover that 
they cannot earn the incomes they feel they are 
entitled to. Educational subsidies can easily pro- 
duce an intellectual proletariat eager to use their 
mastery of the written and the spoken word 
to destroy the very regimes that helped them 
acquire these skills. 

4. Our proposal would solve the problem of 
rationing involved in subsidizing education be- 
yond the elementary level and would improve 
motivations. Subsidy without control always 
ends in troublesome surpluses. It is as true in 
the case of education as it is in the case of 
wheat. Some form of rationing is needed. Ob- 
viously the rationing in the case of education 
should be on the basis of aptitudes and motiva- 
tions. But testing for these characteristics is 
still exceedingly crude.” On balance we believe 
that the impersonal rationing through the full- 
cost pricing of education beyond the elementary 
level is preferable to the alternative method.” 

5. The effect on motivations would be equally 
salutary. Most of those going beyond the sub- 
sidized level would be making real sacrifices and 
would not only apply themselves more diligently 


* Verdi was refused admission to the Conserva- 
tory in Milan as lacking in aptitude in music. 
Under existing testing techniques neither young 
Charles Darwin nor Winston Churchill would be 
admitted to Wabash College. See “Why Liberty” 
by Pierre F. Goodrich, a paper read at the 1958 
meeting of the Mont Pelerin Society; p. 12 for 
the information regarding Verdi. 

* See note 10 above. 
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but would be more critical than they are 
at present of snap courses and poor teaching. 
With schools competing against one another for 
students, teachers could no longer be indifferent 
to these reactions. 

Would standards suffer if the wishes of stu- 
dents and their parents received more atten- 
tion? We doubt it. In general the private schools 
and colleges with the toughest curricula and 
the highest tuitions appear to have the longest 
waiting lists. Faith in the intelligence of the 
consumer, including the consumer of education, 
is part of our value judgment. 

It will be objected that the full-cost pricing 
of education would dangerously slow down the 
rate of increase in special skills that are needed 
for national defense. If this is true there is noth- 
ing to prevent the federal government from 
granting special educational subsidies to quali- 
fied students. We are not proposing that the 
national defense be assigned to the private 
sector of the economy and this aspect of educa- 
tion is really an aspect of the national defense. 

But what about all the skills that will be 
needed if the American economy is to keep pace 
with that of Russia? Does not the very fact of 
freedom force us to subsidize education right 
across the board and to the highest levels? 
Would not full-cost pricing empty our colleges 
and graduate schools? Introduced over night, 
it probably would. But introduced gradually it 
might actually increase enrollment and also the 
investment in higher education. 

Statistics show that the life-time earnings of 
students going on beyond the high school level 
are so much higher than those of students who 
stop at or below that level that they can amply 
afford to pay all of the educational costs in- 
volved, including the loss of earnings during the 
period involved. In the language of economics 
the marginal productivity of dollars invested in 
higher education is very high indeed.* Under 


“ Professor George Stigler, now at the Univer- 
sity of Chicago, estimates the gross rate of return 
on a college education (excluding costs of college 
attendance) has run between 12 and 16 percent 
in recent years and concludes that it is “not evident 
that a poor young man needs a subsidy to under- 
take a remunerative college education....The 
capital markets may work imperfectly in supplying 
loan funds to the poor, able students, but if it 
does poorly, the remedy lies in the improvement of 
capital facilities. Talented young men are not 
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these circumstances is it not probable that if 
full-cost pricing were the general rule private 
financial institutions would develop rapidly with 
a view to attracting loanable funds and to in- 
vesting in this lucrative field? We believe that 
this would happen and we also believe that 
competition would keep the lending rates rea- 
sonable. It also seems probable and desirable 
that public and private colleges and universities 
would operate in this field with student loan 
funds, provided in the one case out of tax monies, 
in the other out of endowment funds. 

Another reason why the enrollment in our 
colleges and universities might be larger under 
full-cost pricing than under present arrange- 
ments grows out of the nature of our state tax 
systems. These are necessarily regressive. This 
means that they rest most heavily on the poorest 
families who send fewer of their children on to 
state colleges and universities than do the fami- 
lies with higher incomes and superior cultural 
backgrounds. Should these relatively privileged 
children be subsidized by the poorer families 
when it is they and not the children of those 
who provide the subsidy who will realize the 
very handsome return on the investment? If 
higher education were put on a full-cost basis 
the incomes after taxes of these poorer families 
would be greater. Is it not possible that more of 
them might then be able and disposed to en- 
courage their children to go on with their school- 
ing, particularly if a well organized student loan 
market developed—and we are confident that it 
would develop. 

6. Another advantage of our proposal can 
best be understood in connection with the recent 
and unanimous decision of the U. 8. Supreme 
Court that segregation in the public schools 
on the basis of race, religion or color is un- 
constitutional. We welcome this decision be- 
cause we believe that it is forcing us to think 
through more thoroughly than we have to date 
the whole question of the role of discrimination 
in a free society. This re-examination, we be- 
lieve, may lead us to return to the private 
sector functions which have hitherto been re- 
garded as falling within the public sector. 


especially worthy beneficiaries of income redis- 
tribution schemes.” The figures and the quotations 
are from an approved mimeographed summary of 
a lecture which Professor Stigler gave at a 1956 
Conference at Wabash College. 
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The word “discrimination” has many mean- 
ings. In an important sense, discrimination is 
something to be cultivated, not deplored. A 
major objective of education is to make man 
more not less selective in his tastes, his judg- 
ments and his actions. What we all object to 
is crude discriminations which appreciably nar- 
row the range of opportunities open to indi- 
viduals because of characteristics about which 
they can or should do nothing. In a free society 
persuasion should be the preferred means of 
eliminating this kind of discrimination. Legal 
prohibitions should be used sparingly lest per- 
fectly legitimate types of discrimination be out- 
lawed and the law itself flouted. Furthermore, 
prohibitions and compulsions frequently block 
the persuasive processes by which we improve 
the quality of our discrimination. 

Freedom implies freedom to discriminate. As 
long as discriminating individuals or groups 
possess little power their discriminatory acts 
cannot appreciably narrow the opportunities of 
those against whom they discriminate. The 
larger the range of choices open to an individual 
the less serious and hence the less objectionable 
does even unintelligent and prejudiced discrimi- 
nation become. The presumption should be in 
favor of permitting discrimination in the sphere 
of private conduct. 

There is no reason, for example, why a Baptist 
businessman should not be allowed to hire only 
Baptists; why a vegetarian should not employ 
only vegetarians; why a man with strong con- 
victions regarding trade unionism should not 
employ only union men, or only non-union men. 
If segregation by sex is unsound from an edu- 
cational point of view then Wabash’s discrimina- 
tion against girls is unintelligent, but it does not 
follow that the state should force these charm- 
ing distractions upon the college. (This may be 
an expression of militant liberalism cr merely 
an evidence of the aging process.) 

What we have said above refers to individuals 
and small private voluntary associations, not 
to the state. The state is a compulsory associa- 
tion. All those within its jurisdiction are com- 
pelled to support it in accordance with general 
rules; in return they are entitled to all of the 
benefits of state activities in accordance with 
general rules. It is impossible to bui’d a model 
of a “just” state based on rules that impose 
burdens and accord benefits in an arbitrary and 
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capricious manner. Jn the case of the state the 
presumption should always be against discrimi- 
nation. 

In a democratic society the will of the ma- 
jority must and should prevail in the realm 
reserved to the state. The wishes of the mi- 
nority must go unsatisfied. This is at once the 
strength and the weakness of public action. 
Acceptance of majority rule permits decisions 
to be reached and action to be taken without 
resort to dictatorship. At the same time this 
procedure can result in a tyranny which can be 
even more stultifying in the long run than the 
tyranny of an intelligent oligarchy or a benevo- 
lent dictator. An important protection of the 
minority against the tyranny of the majority 
is the ability to withdraw. The smaller the sacri- 
fice involved in getting away, the greater the 
limitation of sovereignty and the greater the 
speed with which the adverse effects of dis- 
crimination can be brought home to the people 
in the area involved. Earlier we defended “states 
rights” as a device for preventing the state from 
over-investing in the activities which auto- 
matically generate a multiplicity of indirect 
benefits. Here we defend it as a valuable, per- 


haps an indispensable defense of human freedom. 
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Market processes, unlike political processes, 
do not require majority rule. One of their great 
merits is that they can satisfy simultaneously 
the majority and all sorts of minorities. If I 
am the only person in the world who wants a 
necktie of a particular design I can have it. It 
will cost me a lot of money, but I can have it. 
In the private sector, discrimination is frequently 
desirable; in the public sector it is apt to be 
humiliating or at least regarded as humiliating. 

The relevance of all this to education is clear. 
We believe that if the solution proposed here 
had been adopted years ago the Supreme Court 
would never have had to hand down its 1954 
decision. We would have had schools of all 
sorts—some public, some private, some all boys, 
some all girls, some emphasizing the classics, 
some the mechanical arts, some Jewish, some 
Catholic, some Methodist, some for whites only, 
some for colored students only, and some mixed 
as to race and color but specialized as to purpose. 
In brief, we would have had discrimination with- 
out humiliation, and then through our free 
schools and our free churches we might well have 
advanced further in the practice of genuine tol- 
erance. 
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The tone of two recent American examina- 
tions’ of the European Coal and Steel Com- 
munity is surprisingly similar. It is a tone of 
moderate disappointment terminating on a note 
of continued hope. 

The Community, like the celebrated abbé 
during the French Revolution, has survived, and 
this is the chief cause for continued hope. Any 
international body has national governments as 
potential enemies; any governmental body has 
powerful labor and business interests to oppose. 
The European Coal and Steel Community, a 
supranational body engaged in regulating private 
and socialized industries, is thus doubly threat- 
ened; its survival with a certain freedom of 
action in this environment has been a triumph 
of political art. Its accomplishments, if eco- 
nomically unspectacular are diplomatically mon- 
umental. To move no faster than the pressures 
would allow, and to play those pressures off 
against one another demands tough political 
skill. It would have been impossible without the 
gradual development of some concept of a com- 
mon interest to which ultimate appeal could be 
made. The nurture and growth of that concept, 
on which the original Treaty was based, and its 
spread to wider areas is the Community’s chief 
accomplishment’ in the first eight years of its 
existence. 

The specific actions which the Community’s 
High Authority have taken demonstrate well 
both the sources for continued hope and the 
reasons for immediate disappointment. The 
original Treaty led observers to expect action 
at several levels in the European coal and steel 


* William Diebold, Jr., The Schuman Plan (New 
York: F. A. Praeger for the Council on Foreign 
Relations, 1959); Louis Lister, Europe’s Coal and 
Steel Community (New York: Twentieth Century 
Fund, 1960). The review in this article is a col- 
lation of these two excellent treatments of the 
Community’s activity and problems. 

* See the useful bibliography in Diebold, op. cit., 
718-724. My own expectations and biases are re- 
vealed in an article, “The Schuman Plan—a Pre- 
liminary Prediction,” Jnternational Organization, 


August 1952, pp. 381-395. 
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industries.’ Most directly, the ideal of non-dis- 
crimination in product prices was to be en- 
foreed both against governments and against 
private producers. This meant the abolition of 
tarifis and quota restrictions within the Common 
Market and the elimination of dual-pricing sys- 
tems in both public and private enterprises. But 
the same economic ideal was to be applied also 
to the cost rates of the industries’ productive 
factors. Subsidies and discriminatory transport 
rates were to be abolished; ultimately, other 
cost rates might be tackled. Even wage rates of 
miners and steel workers might be brought to- 
ward common levels throughout the various 
regional industries through increased mobility 
of labor in these industries across national fron- 
tiers. Measures to improve access to capital funds 
and to effect the location of new plants were 
related to the Community’s more fundamen- 
tal, long-run goals. So too were the provisions 
for preventing cartels and cartel-like practices 
among producers and excessive concentrations 
of ownership. The goal, as sympathetic American 
observers understood it, was to approach the 
competitive ideal in these industries, with a re- 
sulting rational distribution of production and of 
product and gradual relocation to optimum pro- 
duction locations as interregional distortions of 
factor cost rates were removed. The problems of 
doing this for two industries, set within six 
different national economies and price structures, 
were admittedly immense, and in such a setting, 
the direct benefits were none too clear. The 
success of the Community was to be measured 
then both by the degree to which it established 
‘ideal’ conditions in the industries under its 
guidance and by the spread of the idea of inte- 
gration to other sectors of the national econo- 
mies of the member countries. Since the disad- 
vantages of piece-meal integration are reduced 
as its area is increased, it has been particularly 
important that disillusionment should not out- 
run hope. 

At the level of product pricing, the Treaty 
provisions for the abolition of intra-community 
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tariffs and quota restrictions were quickly put 
into force, with a few exceptions where a gradual 
transition to the Common Market had been 
specifically allowed for. Government price fix- 
ing was transferred to the High Authority and 
—almost at once in steel and more gradually in 
coal—price ceilings were abandoned. But to 
abolish price controls is one thing; to institute 
competitive pricing another. In steel the Treaty 
provided for a multiple basing point system of 
pricing, and required firms otherwise to show no 
discrimination among buyers; to insure this, 
publication of prices was required. But in prac- 
tice prices have continued to be set uniformly 
by the producers through some combination of 
informal agreement and price leadership; and 
the enforcement of price publicity and adherence 
to published prices has made this easier. In coal, 
the uniform price policy of the nationalized 
French mines has been met on the German side by 
retention of the Ruhr common sales organization 
with minor modifications. Three sales agencies 
have been constructed to act for the Ruhr mines, 
but overlapping ownership among the member 
mines has restricted their independence. In the 
area of product pricing, then, the effects of the 
Community operations appear to have been 
two-fold: (1) to eliminate, to all intents and 
purposes, systematic discrimination among 
classes of customers; (2) to replace government 
controls with its own constraints on the limits 
of producers’ concerted price policies. In the 
latter effect, the Community has come perhaps 
to simulate American anti-trust policy more ex- 
actly than its framers intended; its action has 
not produced competitive pricing, but the threat 
of action has prevented flagrant discrimination 
and kept collusively fixed prices at reasonable 
levels. 

On the side of producers’ costs, too, the Com- 
munity’s success lies largely in eliminating ob- 
vious discrimination by governments. Discrimi- 
natory transport rates by national railways 
have been eliminated, as well as the discrimi- 
natory effects of crossing a frontier on long hauls. 
Direct subsidies to French mines have been sur- 
pressed, or rendered unnecessary, though a group 
of high-cost Belgian mines has continued to be 
subsidized, by the state and Community to- 
gether, during a period of transition, and a case 
of subsidized mining in a minor Italian field has 
occurred. The nationalized French mines con- 
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tinue to run a deficit which is met out of the 
French treasury, and in the Ruhr, mining com- 
panies include a range of mines of varying ef- 
ficiency. Thus in both countries, an approxima- 
tion to average cost pricing over the regional 
industry occurs, with a subsidy of higher-cost by 
lower-cost mines. But as among the national 
regions, differences in cost conditions arising 
from differences in the national price and tax 
systems in which each region is set, lie still 
well out of the Community’s reach. At only 
one point, early in its career, was the Com- 
munity called upon to handle the touchy ques- 
tion of differing national tax rates. Then it was 
saved a serious conflict with the member govern- 
ments largely by the German willingness to ac- 
cept the ingenious reasoning of an expert com- 
mittee of economists, under the direction of 
Professor Tinbergen." Some discussion has oc- 


*This episode is perhaps worth a brief exami- 
nation since it is both an example of the Com- 
munity’s problems and an instance of the useful- 
ness of economists in settling disputes. 

The issue, presented by the German steel pro- 
ducers to the High Authority in early 1953, may 
be stated in a somewhat oversimplified form as 
follows: the French turnover tax on steel billets, 
for example, was nearly three times as high as the 
German. On steel destined for export, Germany 
rebated about half her tax and France about 
two-thirds, and each country charged to imports 
a compensating tax equal roughly to the percentage 
rebated to its own exports. This compensating 
import tax was thus over four times as great 
on German imports into France as on French 
imports into Germany. Furthermore, the relatively 
high rates of turnover tax existed in France be- 
cause of a lower rate of direct taxes there; thus 
French exports into Germany got the best of 
both tax systems, while the converse was true of 
German exports into France. German steel makers 
contended that the import levies were discrimina- 
tory, and proposed in effect that the export re- 
bates and import levies should be abandoned, 
leaving French steel taxed at the high French rate 
even when sold in Germany, and German steel at 
the low German rate even when sold in France. 

The expert committee of four economists (Jan 
Tinbergen, Leon Dupriez, F. di Fenizio, and W. 
B. Reddaway) with a staff of six experts (one 
from each country in the Community) was given 
a month to render a judgment on this claim. The 
Committee rendered a judgment against the Ger- 
man case, and in favor of retaining the status quo 
on the opening of the common market. Its reason- 
ing was based mainly on one point: the failure 
to rebate a general turnover tax on coal and steel 
shipped within the Community would favor the 
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curred on the differing rates of social security 
taxes and welfare payments, particularly be- 
tween the French and German mines, but the 
Community’s power to equalize them is doubt- 
ful and the attempt has not been made. In 
promoting mobility of labor, the most concrete 
actions of the Community have been loans for 
worker’s housing and the issuance of work per- 
mits to exempt some skilled workers frcem usual 
restrictions on international migration. But 
more may be expected of the European Eco- 
nomic Community and treaties negotiated under 
its more extensive mandate in this area. 

The Community has, of course, participated 
positively in the industries and their markets 
at certain points. In the scrap market, for 
example, it replaced regional import pools with 
a Community-wide pool, it placed a levy on 
domestic scrap sales and used the proceeds to 
reduce the cost of the imports, and it endeavored 
to influence the scrap-pig iron ratio in steel 
mills’ consumption by a system of levies and 
bounties. It also established a compulsory re- 
view of new investment projects, and set up 
a $100 million loan guarantee fund from the 
revenues of the direct tax which it was em- 
powered to levy on coal and steel production. 
On the basis of this fund, it had borrowed by 
June 1958 $216 million and financed about 20 
per cent of the cost of certain investment proj- 
ects within the Community, or about 3 per cent 
of total investment in these industries in the 
period 1953-1957. This represents a rather con- 
servative use of its potential influence on in- 
vestment. In its intervention to prevent com- 
bination and concentration in the organization 
of the industries, it has been even more cau- 


shipment of other products, as against coal and 
steel, within the Community, and the shipment 
of coal and steel from Community countries to 
destinations outside the Community, where the 
rebate was permissible. Such a distortion of the 
structure of the member countries’ foreign trade 
would be uneconomic, and produce anomalies and 
absurdities if put into practice. 

The acceptance of this judgment, over German 
protest, removed the last obstacle to the opening 
of the Common Market; a contrary dicision would 
have produced a considerable unsettlement in 
prices and brought the entire tax systems of the 
member states into question. Thus a crushing argu- 
ment against partial integration of national econ- 
omies was accepted just in time to permit partial 
integration to get peacefully under way. 
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tious. Despite the anti-trust flavor of the Treaty, 
the High Authority has not acted to prevent 
new combinations among the producers. On the 
whole, some closer concentration has occurred 
in French steel as well as in the German re- 
bound from allied controls. The Community has 
thus affected the basic locational and organiza- 
tional structure of the industries little by direct 
action on investments or producers’ combina- 
tions. It has added a bit of investment to the 
total and has superimposed its own agencies on 
top of the structure of concentrated national 
and private producers. 

In review, the European Coal and Steel Com- 
munity appears in the position of a Moses who 
can point out the Promised Land, but cannot 
enter in. It is barred at most points by its own 
basic character, within which its action is in- 
hibited by political pressures and by the illogic 
of partial economic integration. Yet it is ap- 
parent—as for example at the time of the 
devaluation of the French franc—that that 
illogie may not be devastating in practice, par- 
ticularly during a time of generally buoyant 
demand. Prosperity muffles the illogic of many 
economic arrangements and under its generous 
mantle, the idea of economic integration may 
spread. A quantitative estimate of the effects 
of the Community’s programs has not been 
attempted in the recent analyses, and is proba- 
bly impossible. A sharp and sustained increase in 
international trade in coal and steel within the 
Community occurred after its principal non- 
discriminatory provisions were put into effect. 
Beyond that it seems likely that the programs 
have not been extensive enough to have had 
much effect on costs, trade channels or industrial 
locations. 

Economic integration thus remains very 
largely an exercise in the use of economic sym- 
bols and entities to give expression to political 
restlessness; as such, it has produced the Euro- 
pean Economic Comraunity and the EURATOM 
organization within the last few years as a sign 
of continued vitality. So long as prosperity and 
insecurity are abroad in Europe, the idea of 
economic integration probably will not disap- 
pear. If it lingers long enough, it may become a 
reality, contributing greatly to Europe’s po- 
litical strength and a bit to her economic ex- 
pansion. Professor Scitovsky has suggested that 
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increased competition may be the most im- 
portant economic advantage of full-scale inte- 
gration‘; but effective international planning 


‘Tibor Scitovsky, Economic Theory and West- 
ern European Integration (Stanford: Stanford Uni- 
versity Press, 1958). Chapter IV considers the 
objections to partial economic integration, and in- 
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is an equally plausible result. In this respect, the 
European Coal and Steel Community con- 
tinues to look in both directions—a posture ap- 
propriate to one whose job it is to guard a door- 
way. 

dicates the benefits to be expected from the Coal 
and Steel Community. 
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CANADA’S ECONOMIC FUTURE! 


CRAUFURD D. GOODWIN 
Duke University 


Over the past forty years Canadian economists 
have had a passion for introspection, and have 
produced numerous, first-rate studies of their 
economy.’ In 1955 the Canadian Federal Govern- 
ment gave support to this tradition by the ap- 
pointment of a Royal Commission to examine 
Canada’s “probable economic development” and 
“the problems to which such development ap- 
pears likely to give rise.” Under the direction 
of Mr. Walter Gordon, a Toronto accountant, 
the Commission held public hearings, received 
a total of 330 submissions, and sponsored and 
published thirty-four special studies. The Com- 
mission’s findings were summarized in a Final 
Report (1957). 

Despite the sustained interest of native econo- 
mists, the Canadian economy has seldom aroused 
the curiosity of non-Canadians. An important 
recent exception is a book entitled The Canadian 
Economy: Prospect and Retrospect by Richard 
E. Caves and Richard H. Holton, two Ameri- 
cans at the University of California, Berkeley. 
Covering much the same ground as the Final 
Report, this work makes possible a comparison 
with the methods and results of the Gordon 
Commission. The extent to which Caves and 
Holton examined the same raw data as their 
Canadian counterparts is indicated by a state- 
ment that “Our glances into the crystal ball of 
Canada’s future have often met nothing but the 
refracted stares of other forecasters.” 


I 


The Gordon Commission, like other Royal 
Commissions, was appointed to provide informa- 


* This is a review article of two studies of the 
Canadian economy: Royal Commission on Cana- 
da’s Economic Prospects, Final Report, Ottawa, 
1957. Pp. 509; and Richard E. Caves and Richard 
H. Holton, The Canadian Economy: Prospect and 
Retrospect. Cambridge, Mass.: Harvard University 
Press, 1959. Pp. xiii, 676. $10.00. 

*See W. T. Easterbrook, “Recent Contributions 
to Canadian Economic History: Canada,” Journal 
of Economic History, X1X (1959), pp. 76-102; and 
K. W. Taylor, “Economic Scholarship in Canada,” 
Canadian Journal of Economics and Political Sci- 


ence, XXVI (1960), pp. 6-18. 


tion for the use of legislators and the general 
public. Its Final Report was written with a lively 
style and with little use of technical language. 
There is no index, and the footnotes to the 458 
pages of far-reaching inquiry cover only seven 
and one-half pages, referring in large part 
merely to the special studies and to the evidence 
and submissions received. The Commission set 
out to accomplish three specific tasks: to ex- 
amine Canadian economic history, to make fore- 
casts based on this examination, and to recom- 
mend policy measures. Its achievement in these 
areas will be reviewed here. 

In completing the first task—providing an ac- 
count of Canadian development—the Commis- 
sion did not make a distinguished contribution. 
(In this respect it was unlike the Rowell- 
Sirois Royal Commission on Dominion-Pro- 
vincial Relations which reported in 1940.) It 
suggests no significant new interpretations, and 
presents neither an assessment nor even a 
bibliography of relevant literature. Moreover, 
throughout the historical discussion confusion 
over theoretical points and imprecise use of 
terms are distracting to the reader. For example, 
when the Commission mentions the construction 
of the Canadian Pacific Railway (“to enable 
the hopeful vision of a separate nation to be 
turned into a practical and prosperous reality”) 
it confuses economic science with Jaissez-faire 
and explains that federal subsidization of this 
project was “in contradiction to all the laws 
of economics” (p. 269). Certain ancient Ca- 
nadian policy dogmas are also repeated and 
accepted without critical examination; for in- 
stance, although no statistical proof is offered, 
protection to secondary manufacturing is justi- 
fied on the ground that a small domestic market 
and proximity to American competition do not 
permit Canadian firms to produce under mini- 
mum average cost conditions. The Commission 
makes the unsupported generalization that: 
“The development of modern industry as we 
know it today is in fact based broadly on the 
principle that as volume of output increases 
costs tend to decline” (p. 235). The special 
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pleading of manufacturers is the only evidence 
cited by the Commission for the existence of a 
Canadian manufacturing-cost handicap, and no 
mention is made of possible diseconomies of 
scale. 

Extensive and very questionable use is made 
throughout the Final Report of a measure re- 
ferred to both as “labor productivity” and 
simply “productivity.” Defined as total product 
per worker, productivity in Canada is found 
to be only two-thirds that of the United States; 
and this disparity is suggested as another reason 
why Canadian manufacturers are unable to com- 
pete successfully with Americans. As the Report 
in one place does note, average labor productivity 
indicates the capital intensity and technological 
state of an economy and need not be related 
directly to cost conditions. (Japan and India, 
with relatively low average labor productivities, 
are economies which produce certain products at 
real costs far below those of the “high produc- 
tivity” United States.) The comparative disad- 
vantage of some Canadian manufacturing in- 
dustries within the domestic economy is 
recognized by the Commission as one possible 
reason for low profitability (p. 240), but this 
logical diagnosis is not emphasized ahead of a 
variety of less plausible arguments. 

A comparison of average productivities is used 
by the Commission to explain why wages are 
lower in Canada than in the United States: “It 
has been estimated that wages in Canadian 
secondary industry are some 25 per cent below 
those in the United States, reflecting a roughly 
equivalent difference in the per capita pro- 
ductivity of the two economies” (p. 239). The 
extensive literature on wage theory is not cited, 
and other possible wage determinants, for ex- 
ample, marginal rather than average produc- 
tivity, are not discussed. Finally, in a novel but 
improbable account of capital formation, the 
Commission points to pressure for higher pro- 
ductivity as an important incentive to invest- 
ment: “the scarcity of labour in times of full 
employment and the pressure for higher wages 
have made necessary the development of ma- 
chinery to increase output per man-hour....” 
(p. 26). The Commission concludes, optimis- 
tically, that Canadian productivity will increase 
at a rate of approximately three per cent per 
annum. 

The Commission’s references to labor-man- 
agement relations are interesting. Although many 
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students of the labor movement in North 
America today regard collective bargaining, and 
if need be the imposition of costs by one dis- 
putant on the other, as a satisfactory resolution 
of fundamentally conflicting interests, the Com- 
mission calls for greater “maturity,” “coopera- 
tion,” and a “sense of public responsibility” from 
both parties. The Commission does not accept 
the belief that business and labor leaders can 
only be expected to act in a responsible manner 
to their electorates of stock-holders and union 
members. 

Forecasts in the Final Report are well pre- 
sented and should prove useful for some years 
to come. Because, however, these predictions 
were assembled for the most part from special 
studies, their rationale is not always fully ex- 
plained. In summary, the Commission expects 
that by 1980 Canada’s Gross National Product 
will be between 73 and 79 billion 1955 dollars, 
and that the service and resource industries to- 
gether with secondary manufacturing will in- 
crease their percentage contributions to the 
total, while agriculture will experience the largest 
relative decline. Non-ferrous metals are ex- 
pected to hold their share of the export market 
while forest and agricultural exports will lose 
and petroleum products will gain. Despite the 
avowed intention of the present Canadian Gov- 
ernment to strengthen commercial ties with the 
United Kingdom and lessen dependence on the 
United States, the Commission predicts that 
merchandise exports as a per cent of Gross Na- 
tional Product will almost hold their own to 
the United States but will fall from their al- 
ready low total to the U.K. Total population 
for 1980 is set at between twenty-four and 
twenty-seven and one-half million, depending 
on the volume of immigration. An example of 
the embarrassments that may befall all fore- 
casters is contained in the discussion of defence 
preparations. The Commission reported confi- 
dently that a Canadian all-weather fighter plane, 
the CF 105, was being developed and “will be 
coming into use before the end of the decade.” 
A mere few months after publication of these 
words, announcement was made of the abandon- 
ment of the CF 105 project. 

The basis upon which the Gordon Commission 
forecasts are made is open for some question. 
The Final Report begins with a statement of 
four fundamental assumptions: (1) that there 
will be no global war; (2) that there will be no 
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major depression; (3) that there will be “no 
change either in the general price level or in 
price relationships”; and (4) “that there will be 
no major changes in the economic policies either 
of the Canadian or other governments” (pp. 3- 
4). Looked at individually these assumptions 
seem reasonable, but taken together they amount 
to a prediction of a highly unlikely future. In 
the light of past experience it is surely un- 
realistic to assume that the inflation of the past 
twenty years will stop (assumption 3) unless 
either there is a major depression (impossible 
under assumption 2) or there is a substantial 
change of public policies (impossible under as- 
sumption 4). The Commission assumes stable 
prices because, as they say, “we know of no 
method by which long-range price changes can 
be forecast with the slightest degree of con- 
fidence” (p. 4). This forecasting difficulty, how- 
ever, cannot be eliminated by assuming con- 
stancy because the assumption, in effect, 
amounts to a forecast. To preserve their as- 
sumptions 2 and 4 the Gordon Commission 
should have made allowances for an increase in 
the price level at least at the moderate rate of 
the past few years. 

The policy proposals of the Gordon Com- 
mission are neither startling nor yet very im- 
aginative. Substantial changes in the tariff are 
rejected on the ground that losses from the 
resulting dislocation of trade would be greater 
than all possible benefits. The Commission as- 
signs conventional functions to government: the 
promotion of “steady” growth, the maintenance 
of economic stability, the control of inflation, 
and the relief of less fortunate segments of the 
population. With the American example in mind, 
the Commission suggests establishment of a 
Council of Economie Advisors. A particularly 
laudable recommendation is that the government 
spend large sums on education. A realistic ap- 
praisal of development difficulties in the Atlantic 
Provinces and the Yukon and Northwest Ter- 
ritories leads to recommendations for re-loca- 
tion of population and limited assistance to key 
industries. 

Underlying several of the Gordon Commis- 
sion’s proposals is an unarticulated fear of 
American influence in the Canadian economy. 
Control by foreigners of industries, or even firms, 
is held to be undesirable on the ground that 
“there can be occasions when the activities of 
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foreign-controlled companies in Canada may not 
be conducted entirely from the standpoint of 
the best interests of our economy.” No evi- 
dence is presented to prove that foreign-con- 
trolled firms have, on balance, had less regard 
for the best interests of the economy than 
have those controlled by native Canadians; but 
it is argued that foreign firms are not “Ca- 
nadian in outlook.” To lessen the bane of for- 
eign interference the Commission suggests sev- 
eral measures. Subsidiaries of foreign companies 
should sell stock to Canadians (it is not ex- 
plained how Canadians will be persuaded to buy 
the stock), they should employ Canadians when- 
ever possible, publish special financial state- 
ments, and “include on their boards of directors 
a number of independent Canadians.” The Com- 
mission believes that Canadian directors, when 
personally involved with a foreign enterprise, 
would “not be likely to forget the broader in- 
terests of the nation” (p. 394). To this reader 
the Commission seems overly optimistic in ex- 
pecting any shareholder-elected director, of 
whatever nationality, to hold an end—and in 
particular the ill-defined “national interest”— 
superior to the welfare of his corporation. The 
Commission might well have specified the cor- 
porate actions of foreign subsidiaries which it 
regarded as undesirable, and then have recom- 
mended legislative prohibition. 

In the petroleum industry, where the Com- 
mission seems most to fear foreign influence, it 
recommends tax concessions to Canadian firms 
and a National Energy Board to “strengthen” 
the position of Canadian suppliers. This body 
would have the job of “approving, or recom- 
mending for approval, all contracts or proposals 
respecting the export of oil, gas and electric 
power...” (p. 146). In finance the Commission 
proposes that Canadian bank stocks either be 
made transferable only to Canadians or else lose 
voting rights on transfer to non-Canadians. It 
is disturbing that neither the expected real gains 
nor the potential! losses from these discriminatory 
investment policies are assessed in the Final Re- 
port. The possibility is not considered that, if 
American investors in Canada were to sense a 
growing hostility such as they have experienced 
in some areas of Latin America, the rapid growth 
rate of the past fifteen years (financed largely 
with American capital) would be seriously jeop- 
ardized. Although a remote possibility, retalia- 
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tion should also have been taken into account. 
If, to take an extreme example, the Congress 
of the United States were goaded into passing 
legislation prohibiting non-residents from hold- 
ing voting stock in American distilleries and 
grocery chains (on the ground that food and 
drink were in the “national interest”), prominent 
Canadians with substantial interests in these in- 
dustries would be compelled either to emigrate 
or to suffer great inconvenience and loss. 


I 


The Canadian Economy: Prospect and Retro- 
spect by Richard E. Caves and Richard H. 
Holton was written for a purpose not very dif- 
ferent from that of the Gordon Commission 
Final Report. The authors were requested in 
1955 to prepare for the Canadian Pacific Rail- 
way an estimate of the demand for transporta- 
tion in Canada in 1970, and they enlarged this 
work to include an extensive examination of 
the Canadian economy. The book will be of 
very great value to scholars, businessmen, and 
government. It contains forecasts which, more 
than those in the Final Report, are related 
closely to Canadian history. In parts of their 
study Caves and Holton do little more than 
summarize and evaluate the work of other ana- 
lysts, but this is a job well done. They provide 
detailed explanations of methods, thorough docu- 
mentation, and a useful bibliography. 

It is paradoxical to discover that two Ameri- 
cans, much more than the many Canadians on 
the Gordon Commission, have made excellent 
use of Canada’s most significant recent contribu- 
tion to the tools of economic analysis—the 
“Staple Theory” of development. Caves and 
Holton accept the hypothesis, developed by the 
“Toronto School” of economic history and par- 
ticularly the late Harold Innis, that in Canada 
capital formation and industrial location have 
been determined in large measure by the markets 
for a few domestically-produced goods with 
high natural resource content: fish, furs, timber, 
wheat, and more recently pulp, paper, and 
minerals. They observe that in using the staples 
approach in a contemporary situation two 
shifts of emphasis must be recognized. “First, 
with Canadian factor supplies growing more di- 
versified and its national markets more unified, 
the problem of securing inputs has come to be 
less and less of an element in the story of staple 
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expansion.” And “secondary expansion stirred by 
earlier staples appeared mostly in industries 
supplying the staple producers; now the most 
important impact quantitatively seems to be 
upon those industries which are themselves sup- 
plied by the staple output” (p. 44). These 
modifications are likely to lengthen the useful 
life of the staples theory. 

Caves and Holton have cast the first section 
of their book, entitled “Retrospect,” largely in 
terms of staple development. They discover that 
short-run changes in income, and a variety of 
structural characteristics of the Canadian econ- 
omy, are explainable by this theory. In an ex- 
cellent analysis of regional growth they reject 
a well-worn Canadian shibboleth concerning the 
isolation of the Atlantic Provinces and argue 
that “proximity to markets can explain little of 
the difference in the degree of industrialization 
found in Quebec and Ontario as compared with 
the Maritimes.” During the nineteenth century, 
they claim, “central Canada was industrializing 
more rapidly than the Maritimes not only be- 
cause of the usual reasons cited by the Mari- 
timers but also because Central Canada’s pri- 
mary products were of a sort which could be 
processed further before being exported whereas 
in the Maritimes this was not true except for 
lumber in Nova Scotia. Furthermore, the kind 
of manufacturing in central Canada may have 
required more capital per worker than was the 
case in the eastern provinces, thus giving rise 
to more supporting industries than was general 
in the Maritimes” (p. 180). The pattern of in- 
dustrialization in central Canada, they argue, 
“is explained largely by the difference in the 
availability of fuel and power.” They contrast 
the wheat boom of the early part of the century 
in the west with the petroleum boom since 
World War II and conclude that production of 
oil and gas has had a markedly smaller impact 
on the prairie provinces than has grain. It is 
estimated that in Alberta in 1951 only 23,700 
jobs out of a work force of 354,000 were in- 
volved in or were traceable to the petroleum 
industry. The gross value of product from oil 
and gas production in Alberta in 1956 was ap- 
proximately equal to that from agriculture, but 
only a relatively small portion of this product 
accrued to residents of the province. In British 
Columbia, much of the rapid growth of recent 
years is found to have taken place in industries 
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dependent upon, rather than directly involved 
with, staple production. 

In Caves’ and Holton’s own words their 
forecasts differed little from those of the Gordon 
Commission “either in scope or in specific con- 
clusions.” They chose to describe the year 1970 
because a later date would not have acted as 
a useful “background for long-term capital budg- 
eting” and an earlier one would have made cy- 
clical forces too important relative to secular 
forces. The authors give population estimates 
slightly below those of the Gordon Commission, 
but observe wisely (as did the Commission) that 
immigration is a great imponderable, and “Cana- 
da’s absorptive capacity is determined primarily 
by the absorptive capacity of her export in- 
dustries and the industries dependent on them; 
and the performance of the export industries will 
be determined largely by world prices” (p. 274). 
Caves and Holton were less optimistic than 
the Royal Commission in their forecasts of 
productivity, expecting an annual increase of 
1.5 per cent per man year in the agricultural 
sector and 2 per cent in the manufacturing sec- 
tor. Their resulting prediction for Gross National 
Product of forty-eight billion 1955 dollars in 
1970 is about 10 per cent less than that of the 
Commission. Caves and Holton give expected 
totals for and breakdowns of personal consump- 
tion, investment, government revenues and ex- 
penditures, and foreign trade. They make a pains- 
taking review of the relevant theoretical litera- 
ture and refer to comparative studies of other 
economies. If the reader disagrees with con- 
clusions he is provided with step-by-step de- 
scriptions of calculations. 

An interindustry table for Canada in 1970 
summarizes Caves’ and Holton’s detailed pro- 
jections. It describes the technical structure of 
production as they foresee it, and provides a 
check on the internal consistency of individual 
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predictions. Against this background they de- 
vote chapters to analyses of particular industrial 
sectors: the primary industries—agriculture, 
minerals, forestry, and fisheries; manufacturing ; 
and services. Caves and Holton conclude from 
their study: “It has illustrated the dependence 
of Canada’s primary production on export mar- 
kets and of her domestic hard goods industries 
on the level oi domestic investment. It has con- 
firmed the status of these sets of industries as 
Canada’s main growth prospects. It has shown 
how technological change may affect the Ca- 
nadian economy in future years, with rising 
productivity and excellent supplies of energy 
sources preventing labor supply limitations from 
throwing up a serious barrier to rapid growth” 
(p. 431). 


Ill 


Someone wishing a picture of the Canadian 
economy in ten or twenty years can choose be- 
tween the two volumes examined here and find 
the same general image forecast. He will dis- 
cover the Gordon Commission Final Report to 
be the most lucid and readable of the two, but 
he may come away dissatisfied with the meth- 
odology and disconcerted that there is neither 
a thorough survey of the Canadian past nor a 
complete explanation of methods used in fore- 
casting the future. (If he wishes to consult other 
publications of the Commission many questions 
and misgivings may be answered.) The Canadian 
Economy: Prospect and Retrospect is a longer 
book (the 676 pages might, perhaps with profit, 
have been condensed), and is hardly bedside 
reading. It is written for persons who are familiar 
with some of the sophisticated tools of eco- 
nomics and who are more than casually inter- 
ested in the subject. It is, however, a major 
contribution which will be of lasting value and 
will be welcomed on both sides of the border. 
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TEST OF STATE PER CAPITA INCOME 
MODEL WITH COUNTY PER 
CAPITA INCOME* 


A number of articles’ have appeared in this 
journal on factors influencing state per capita in- 
come differences. In one of the earlier articles by 
the author, “Factors Influencing State Per Capita 
Income Differentials” (January, 1950), a model of 
state differences was stated and tested by statisti- 
cal analysis. In a second article, “State Per Capita 
Income Differentials: 1940 and 1950” (July, 1955), 
the model was shown applicable to a dynamic situ- 
ation, and a factor was added to reflect changes in 
the general level of economic activity. The ques- 
tion is posed as to whether the model is representa- 
tive of such smaller geographic areas as the county. 
Research on county per capita income in Georgia 
indicates that the model may be widely applicable 
to income variations between counties. 


The state per capita income model is framed 
around the concept that the level of per capita in- 
come is a function of the stage of economic de- 
velopment, the ability of the people to organize 
and produce, and participation of the population 
in employment activities. The stage of economic 
development is reflected by Xs, percentage of the 
employed labor force in agriculture. The ability 
of the population to organize and produce is shown 
by Xs, the median years of schooling of males 25 
years old and over, and by Xz, the average earnings 
of workers in manufacturing. Participation of the 
population in the employment opportunities of an 
area is indicated by Xs, percentage of the popu- 
lation employed. This factor reflects, due to the 
way per capita income is calculated, the employed 
and the unemployed, both those too old and also 
too young to work; it includes likewise the con- 


* Acknowledgements—The work discussed herein 
was supported in part by -a National Science 
Foundation grant to the Rich Electronic Computer 
Center of the Georgia Institute of Technology. The 
author gratefully acknowledges the assistance of 
Mr. Thomas L. Newberry, Jr., in the programming 
of the statistical solutions. 

*W. M. Adamson, “Measurement of Income of 
Small Geographic "Areas, " Southern Economic 
Journal, April 1942, pp. 479-492 : John L. Fulmer, 
“Factors Influencing State Per Capita Income Dif- 
ferentials,” Southern Economic Journal, January 
1950, pp. ‘259-278; ibid., “State Per Capita Income 
Differentials,” July 1955, pp. 32-47. Harold F. Brei- 
myer, “Some Comments on Factors Influenci 
Differences Between State Per Capita Incomes,” 
—_— Economic Journal, October 1950, pp. 147- 
149. 
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tribution of housewives to well-being, although 
not evaluated in personal income estimates at pres- 
ent. X,, percentage of the population Negro, has 
been assumed in previous reports to measure the 
extent to which a segment of the population may 
be only partially participating in the area’s econ- 
omy. In previous state per capita income analyses, 
this factor has never proved to be very strong, 
working out to be the weakest of the five factors 
included in the State model. For the other factors, 
considering only the static analysis for the year 
1950, the factors ranked in order of importance 
re: Xs, percentage of the population employed; 
Xo, average earnings of workers in manufacturing; 
Xz, per cent employed labor force in agriculture ; 
Xs, median years of schooling of males 25 years 
and over; and X,, per cent population Negro. 
The same model was applied to an analysis of 
Georgia county per capita incomes for 1954 and 
1956. An additional factor, X;, however, was 
added for importation of income by commuters 
working outside the county of residence. Because 
counties are small in Georgia, this factor is of es- 
pecial importance in explaining county per capita 
income differences. Application of the model to 
county per capita income for 1954 and 1956 is 
limited by the fact that only 1950 census year val- 
ues for Xz, Xs, X., and Xs are available. Because 
of rapid changes in agriculture and population 
shifts, it is likely that by 1956, the values of Xe, 
per cent of employed labor force in agriculture, 
and X,, per cent total population Negro, had 
changed greatly between counties. County differ- 
entials for per cent population employed (Xs) and 
median years of schooling of all males 25 years old 
and over (Xs), had also changed from increased 
urbanization in some parts of the state. Urban cen- 
ters have a higher percentage of the population 
employed and make more rapid progress in educa- 
tion. Since the values of Xz, Xs, X, and Xs are at 
best crude measures of their actual values, the re- 
gression effects on county per capita income will be 
in error relative to the true regression coefficients. 
X;, county per capita incomes for Georgia 
counties, has been calculated in accord with meth- 
ods developed by the Conference* on the Meas- 
urement of County Income. In addition, a detailed 
study* of commuting in Georgia was made which 


~ * Lewis C. Copeland, “Methods for Estimating 
Income Payments in Counties,” Bureau of Popula- 
tion and Economic Research, University of Vir- 
ginia, 1952. 

*John L. Fulmer, Mrs. Maria M. Mallet and 
Ovid H. Stephenson, “Analysis of Intercounty 
Commuting of Workers in Georgia,” Georgia In- 
stitute of Technology, August 1958, pp. 1-75. 
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TABLE I 
Compakison OF CorrELATION RESULTS WITH 
Speciriep Facrors on Per Capita INcomE 
ror STaTEs AND FoR CouUNTIES 


Net Regression 
Coefficients 
Factor! Unit Georgia 
ties 1954] 
toses | 1958" 
X:. Per cent em-/ 1 per cent |—3.95|—6.52* 
ployed labor force point 
in agriculture 
X;. Per cent total | 1 per cent | 14.16) 53.67 
population em- point 
ployed 
X,. Per cent total | 1 per cent |—0.35|—3.80 
population Negro point 
Xs . Median years of | 1 year 39.22) 36.04 
schooling of all 
males 25 years and 
over 
X.. Average annual | $1 0.26) 0.18 
earnings of workers 
in manufacturing* 
X,. Net imports of | $1 0.365 — 
income per person 
from county of em- 
ployment 


Constant a =....... 


.7343 .8597 


! All factors apply to 1950 except Xs and X; which apply di- 
rectly to both 1954 and 1956 respectively. 

2 Average annual earnings of workers in manufacturing are 
reported on the basis of insured workers, both salaried and wage, 
in manufacturing in Georgia counties. State data, however, per- 
tain to earnings of production workers only. 

+ All regression coefficients are significant at the 99 per cent 
point, except X.in Georgia counties which is not statistically sig- 
nificant. 

‘John L. Fulmer, “State Per Capita Income Differentials: 
1940 and 1950,” Southern Economic Journal, July 1955, p. 42. 

§ Based on ratio of total number of workers employed in agri- 
culture to total employed labor force excluding government em- 
ployees. 

* Excluding factor X; , net imports of income per person from 
other states. 


enabled the situs adjustment to be made quite 
accurately. 

Although data for both 1954 and 1956 are in- 
cluded, the results should be regarded as applying 
to the static situation, primarily in view of the 
short period of time. Comparisons are therefore 
made with state regression coefficients for 1950, 
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the latest period for which complete regression re- 
sults have been worked out for states. 


The summary of the correlation analysis for 
Georgia counties is given in Table I. The county 
data are given for 1954 and 1956 pooled, in com- 
parison with state regression coefficients. While 
the county net regression coefficients differ from 
the state coefficients, they are not inconsistent with 
expectations. Differences could be due to: (1) 
sampling error, (2) differences in the functional 
nature of income formation at the county level 
compared to state per capita income, (3) and to 
errors in measurement of some of the factors. Be- 
cause observed values for X:, Xs, X., and Xs are 
based on 1950 Census values rather than 1954 and 
1956 values which were not available, it is believed 
that the differences in the regression values are due 
primarily to the third reason listed. 

The important point of the investigation, how- 
ever, appears established by the fact that all net 
regression coefficients except X, proved statistically 
significant at the 1 per cent péint. The model for 
state per capita income differences has thus met 
the test in being a fairly satisfactory explanation 
of county per capita incomes for one state. The 
coefficient of determination is not as high for 
county per capita incomes as for state per capita 
incomes but nevertheless explains over 73 per cent 
of the variance between counties in contrast with 
about 86 per cent for the states. 

In conclusion, the study has shown that the 
state per capita income model, with one additional 
factor for income earned by commuters, is applica- 
ble to county per capita income from one state. 
The model needs, however, to be shown applicable 
to a sample of counties from all the states, and to 
a dynamic situation involving several years. Fur- 
ther testing should obvicusly be based on more 
accurate estimates of the values of several of the 
independent factors. 

Joun L. Futmer 

Georgia Institute of Technology 


MARKET CLASSIFICATION SYSTEMS 
IN THEORY 


In an interesting article in this Journal! Pfouts 
and Ferguson proposed using Frisch’s coefficient 
of conjectural variation in order to classify market 
organizations.’ Aithough introducing the coefficient 


* Ralph W. Pfouts and C. E. Ferguson, “Market 
Classification Systems in Theory and Policy,” 
—— Economic Journal, October 1959, pp. 111- 
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in this part of the theory of price is a rather new 
idea, I am not convinced that the introduction will 
prove to be successful. The purpose of this note is 
to illustrate my reservations. 

For the sake of convenience we define the coeffi- 
cient of conjectural variation as the differential 
quotient dp,/dp. , where dp, is the total change in 
j’s price seller i expects as a result of his price- 
change dp, . 

1. The sales of a heterogeneous duopolist z are 
a function of p. and p,, ie., z = f(ps, py). The 
reaction coefficient dp,/dp, is relevant, when we as- 
sume that the seller tries to maximize total or net 
revenue. In other words the coefficient under dis- 
cussion plays a role only when we want to deter- 
mine the prices in an oligopoly. In that case we 
have to make an assumption with regard to the 
reaction of the second seller when the first one 
modifies his price a little. 

Pfouts and Ferguson, however, pretend to use 
the reaction coefficient to characterize the market 
organization; thus, they use the coefficient in an 
earlier stage of the reasoning. They apply Frisch’s 
idea not only in the oligopoly case, but also in 
case of competition. However, it follows from the 
definition of competition that such a reaction co- 
efficient does not exist in that case.” Furthermore, 
the state of the market must be determined before 
formulating the theory of price. In Baumol’s new 
theory on oligopoly, for example, there is no re- 
action coefficient." The same statement holds for 
Fellner’s theory.* I don’t like to take the position 
that both theories are realistic descriptions of 
oligopolistic price-formation, but I cannot rule out 
these theories a priori, simply as a result of the 
system of market classification. 

2. But suppose in spite of that we accept the 
coefficient of conjectural variation. Now we have 
to overcome other difficulties. Several authors, who 
all deal with the oligopoly problem, introduced 
divergent values for dp,/dp.. A German author, 
W. Launhardt,® put dp,/dp, equal to zero. Cham- 
berlin® made the assumption that dp,/dp, = 1. 


*If Pfouts and Ferguson define competition as 
the case in which dp,/dp, = 0, their reasoning is, 
of course, circular. 

*W. J. Baumol, Business Behavior, Value and 
Growth (New York: Macmillan Company, 1959), 
pp. 68-73. 

‘W. Fellner, Competition Among the Few (New 
York: Alfred A. Knopf, 1949). 

*W. Launhardt, Mathematische Begrundung der 
Volkswirtschaftslehre, 1885. A zero value coincides 
with competition in the classification of Pfouts 
and Ferguson (p. 118). 

*E. H. Chamberiin, The Theory of Monopolistic 
Competition (Cambridge, Mass.: Harvard Univer- 
sity Press, 1948), p. 90. A value of unity coincides 
with homogeneous oligopoly in the classification of 
Pfouts and Ferguson. 
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Within the scope of oligopolistic price-theory it is 
possible to attach different values to the coefficient 
dp,/dp, without being able to associate with a 
particular value another type of market organiza- 
tion. 

3. It is usual to consider dp,/dp, as a given 
quantity. However, it is conceivable that the re- 
action coefficient in an oligopoly may be con- 
structed in another way. An equilibrium may be 
reached by maximizing individual profit under the 
side-condition that every seller is satisfied with a 
constant fraction of total profit.’ In that case the 
coefficient of conjectural variation is completely 
inappropriate for classification purposes. 

I conclude, that there is no reason to accept 
Pfout’s and Ferguson's proposal. Why don’t we 
look to the shape of the sales-function to classify 
competition, oligopoly and monopoly? 

A. Heertse 

University of Amsterdam, Holland 


CONJECTURAL BEHAVIOR AND THE 
CLASSIFICATION OF OLIGOPOLY 
SITUATIONS 


Beginning in the early 1930’s, several writers ad- 
vanced various alternative systems of market clas- 
sification based upon analysis of demand elastici- 
ties. None of these was completely satisfactory, 
largely because the purpose of the classification 
was not clear and because the writers concerned 
did not specify whether subjective or market de- 
mand functions were to be used. In our recent pa- 
per in this Journal,’ we have attempted to con- 
struct a classificatory system which is theoretically 
sound but, nonetheless, one which may be simpli- 
fied for policy uses. The fundamental hypothesis 
upon which this system is based is that the sub- 
jective or anticipated demand function is the rele- 
vant one for purposes of classification. 

Our specific reliance upon subjective demand 
led quite naturally to the use of Frisch’s “coeffi- 
cient of conjectural variation” in the classification 
scheme. Professor Heertje has objected to our use 
of this coefficient in constructing a theoretical 
method of classification. We believe that his ob- 
jections are accurately summarized in the following 
statements: 

1. The coefficient of conjectural variation may 
certainly be used in profit maximization models of 
price determination, but it may not be used in the 
“earlier stage” of market classification. 


"A. Heertje, “On a Theory of Eco- 
nomica Internazionale, August 1960 

*Ralph W. Pfouts and C. E. Ferguson, “Market 
Classification Systems in Theory aud Policy,” 
ee Economic Journal, October 1959, pp. 111- 
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2. The coefficient is neither defined nor definable 
in cases of competition, either homogeneous or 
heterogeneous. 

3. Various oligopoly models—those of Baumol 
and of Fellner, in particular—do not use the co- 
efficient and, consequently, would have to be 
abandoned. 

4. Various authors use various different values 
of the coefficient in oligopoly situations; thus it 
cannot be used to typify an oligopoly situation or, 
indeed, any type of market structure. 

5. An equilibrium may be reached in an oligopo- 
listic market if each seller maximizes profit subject 
to the condition that his profits are a constant pro- 
portion of total profits in the “industry.” In this 
case, Heertje asserts, the coefficient cannot be used 
for classification purposes. 

Some General Comments. We do not accept any 
of Heertje’s criticisms since each is apparently 
based upon misconceptions. Before considering 
each of his objections specifically, however, we wish 
to emphasize two points which may help to clarify 
the matters at issue. 

First, we should reemphasize our belief that in- 
terdependence of competing firms is the essence 
of the oligopoly problem. Each firm may affect the 
others by its actions, and all firms are aware of 
these possibilities. It, is this interdependence which 
distinguishes oligopoly from competition, monop- 
oly, and other market forms. As a matter of fact, 
the recognition of interdependence has character- 
ized almost all models of oligopoly since the time 
of Cournot. The only notable exception with which 
we are acquainted is Baumol’s oligopoly model. 
In this case, the importance to be attached to 
interdependence is really at the option of the 
reader, although Baumol himself feels that :* 


..in day-to-day decision making, oan 


interdependence plays only a small role course 
plans for the launching of a really major advertis- 
ing campaign, or for the introduction of a radically 
new line of products does usually involve some 
discussion of the probable competitive response. 
But often, even in fairly crucial decisions, and al- 
most always in routine policy-making, only the 
most cursory attention is paid to competitive reac- 
tions. 


Secondly, we believe that an oligopolist will 
usually form some idea of how his own actions 
will affect his competitors. If an oligopolist fails 
to do this, he has no reasonable basis for any policy 
which he might undertake. These, then, are the 
basic reasons for introducing the coefficient of con- 
jectural variation into our classification system— 


* William J. Baumol, Business Behavior, Value 
and Growth (New York: Macmillan Company, 
1959), pp. 27-28. 
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it gives explicit consideration to the oligopolist’s 
recognition of his interdependence with rivals. 

Specific Comments on Heertje’s Criticisms. If 
we are correct in our conception of the oligopoly 
situation, some recognition of interdependence and 
of expectations must be made, either by the co- 
efficient of conjectural variation or otherwise. If 
we do introduce expectations and interdependence 
by means of a device which is also involved in 
price formation, it hardly seems that we have 
committed a logical error. Heertje apparently 
thinks so because his objections 1 and 5 are based 
on this. But we fail to see the error. Price forma- 
tion is perhaps the most important single mani- 
festation of the underlying market structure; and 
it is certainly the one with which economists are 
most familiar, at least on a theoretical level. Our 
classificatory system is merely an attempt to de- 
duce the nature of the underlying market from 
evidence concerning the process of price deter- 
mination. 

Heertje has not made the basis of his objection 
particularly clear, only stating that market classi- 
fication is an “earlier stage” than price formation. 
We prefer to say that price formation is sympto- 
matic of market structure; and it does not seem 
to be a logical mistake to proceed from symptoms 
to a diagnosis of the fundamental market condi- 
tions which give rise to them. But if it is, we 
should note that any classificatory system relying 
upon revenue or cost conditions must be subject 
to Heertje’s criticism, simply because any phe- 
nomenon which enters into revenue or cost neces- 
sarily enters into price determination. And in par- 
ticular, Heertje’s own suggestion for classification 
by means of the sales (or total revenue) function 
falls within the scope of his criticism. 

Heertje’s second objection is evidently based on 
the fact that the coefficient is zero in the case of 
competition. He states that in these instances, it is 
undefined. While this might be viewed as a ques- 
tion of semantics, we are not inclined to yield 
ground on this point. For the coefficient of con- 
jectural variation to have potential meaning, it is 
only necessary that there exist two or more com- 
petitors in the same market. If each competitor 
happens to believe that he is so small relative to 
the total market that he can act without an ap- 
preciable influence upon the others, surely we have 
a meaningful situation. If we have a function which 
shows a zero value in this case and a different value 
for other cases, we have in fact a function which 
discriminates among situations—and this is ex- 
actly what we want. The situation is certainly de- 
fined, so why should the associated function be 
undefined? 

Many oligopoly models, as Heertje notes, do not 
make explicit use of the coefficient of conjectural 
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. variation. This, of course, would not cause us to 
reject these models. Any oligopoly model which 
recognizes interdependence among firms must em- 
body some assumption regarding the reactions 
that rivals expect from one another. This does 
not have necessarily to take the form of a coeffi- 
cient of conjectural variation. But most models, 
if put in mathematical form, would do so. More 
specifically, Heertje mentions the models of Bau- 
mol and of Fellner. It is abundantly clear from 
Baumol’s Chapter 7 that the coefficient would en- 
ter the model if one attached significance to oligo- 
polistic interdependence. The coefficient does not 
enter Fellner’s analysis because he is concerned 
with co-operative, rather than competitive, price 
formation. That is, interdependence is so impor- 
tant in his model that either explicit or tacit col- 
lusion results. Collusion, in turn, obviates reliance 
upon one’s anticipation of competitive reaction. 
Finally, our critic has also suggested that vari- 
ous writers have used various different values of 
the coefficient, thus rendering it useless as a classi- 
ficatory device. Specifically, he pointed out that 
Launhardt attributed a zero value to the coeffi- 
cient. This simply means that Launhardt thought 
that in oligopoly situations, each competitor feels 
that his actions have absolutely no influence upon 
his rivals. As we have previously argued, interde- 
pendence seems crucial to a correct representation 
of oligopoly. However, it should be stated that our 
classification system rests upon the proposition of 
interdependence. Heertje also cited Chamberlin as 
using a coefficient of unit value. In the location 
cited, Chamberlin was discussing monopolistic 
competition rather than oligopoly. In addition, we 
believe that a correct reading of Chamberlin at 
this point shows that the firms are acting inde- 
pendently, each feeling that it can sneak a small 
price cut without alarming any one of its numerous 
competitors. We discussed this point at length in 
our earlier paper,® so it is not repeated here. 
W. Provuts 
University of North Carolina 
C. E. Feravson 
Duke University 


THE CANADIAN EXCHANGE RATE, 
1960-57: COMMENT 


In a recent article’ in this Journal, Professor 
Ingram used Canadian data “to examine empiri- 


* Ibid., pp. 54-72, esp. pp. 68-72. 

‘William Fellner, Competition Among the Few 
(New York: Alfred A. Knopf, 1949). 

* Op. cit., p. 117. 

*James C. Ingram, “The Canadian Exchange 
Rate, 1950-57,” Southern Economic Journal, Janu- 
ary 1960, pp. 207-218. 
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cally the relationships between the exchange rate 
and the variables usually associated with it in 
theoretical discussion.” It is the purpose of this 
note® to criticize the approach chosen in this arti- 
cle and to suggest an alternative method. 

Ingram fits a large number of simple and multi- 
ple least-squares regression equations to data for 
short-term and long-term capital movements and 
for quarterly changes in the exchange rate, in rela- 
tive prices and incomes, in the ratio of exports to 
imports, and in short-term capital movements. Cor- 
relating the change in the exchange rate in turn 
with one or several of the other variables and ex- 
perimenting with various one-quarter lags, Ingram 
finds exchange rate changes most closely associated 
with changes in the Canada-US. wholesale price 
ratio, with changes in the ratio of exports to im- 
ports, and with capital movements, all variables 
unlagged. On the basis of the signs of the coeffi- 
cients found and of some ad hoc assumptions about 
the direction of causation in the various equations, 
the author concludes that “none of our tests is 
strongly suggestive of instability [in the exchange 
market]. In fact, the results are disappointingly 
inconclusive either way, although there is some 
evidence on the side of stability." 

Ingram’s approach suffers from the lack of a 
theoretical model specifying the relations between 
the exchange rate and other variables. It is not 
enough to choose from among the variables which 
have a place in various theoretical explanations 
of the determination of the exchange rate and to 
form regression equations more or less at random 
from this set of “independent” variables. The size 
of the correlation coefficients, or of other statistical 
measures of association, is of little significance, if 
the nature of the relation between two or several 
variables remains unexplored. 

The rate of exchange is a price which is deter- 
mined by demand and supply in the exchange 
market. An analysis of the determination of this 
price must therefore sort out the factors which 
appear on the demand side and on the supply 
side. It would not be fruitful to attempt to obtain 
information about the determination of egg prices 
by correlating them with various assortments of 
variables usually thought to be related to the de- 
mand for or to the supply of eggs, such as con- 
sumer income, the price of breakfast cereals, the 
price of chicken feed, meat prices, the wages of 
farm hands, the level of profits in the broiler in- 
dustry, etc. In the case of the exchange market 
such an approach is equally unpromising. 

According to one of the equations (page 211), 

* Ibid., p. 207. 

* The views expressed in this note are not neces- 


sarily those of the International Monetary Fund. 
* Ibid., p. 215. 
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which the author singles out for its significance, 
the change® in the exchange rate is a linear function 
of the change in relative (Canada-US.) wholesale 
prices, the change in the ratio of exports to im- 
ports, the change in relative (Canada-US.) in- 
come, and the value of net short-term capital 
movements. It would seem that relative prices 
affect the exchange rate mainly through their ef- 
fect on exports and imports and thus on demand 
for and supply of foreign exchange. Similarly, 
relative incomes would presumably affect the ex- 
change rate only indirectly through exports and 
imports. This equation thus makes the change in 
the exchange rate dependent on the value of short- 
term capital movements and on three different 
variables expressing directly or indirectly the 
change in the relation between exports and im- 
ports. The exchange rate may plausibly be made 
dependent either on the export-import ratio, or on 
the price and income variables which determine 
this ratio, but not on both. While there is an 
abundance of “independent” variables relating to 
the current account, the demand for foreign ex- 
change due to long-term capital movements is, in 
this particular equation, ignored. 

Ingram does not explore the relation between 
exchange rate changes and short-term capital 
movements. According to his statistical method 
short-term capital movements are autonomous and 
do not themselves depend on exchange rate 
changes. Consequently, it is difficult to see how the 
results can be considered a test of the stabilizing 
character of short-term capital movements. Nor 
does the equation constitute a test of any other 
theory of the determination of the foreign ex- 
change rate known to this writer, since none of 
them appears to reduce to an equation of the type 
discussed here. 

To put the point in more general terms, the 
search for the highest correlation coefficients among 
interdependent variables is ordinarily not con- 
sidered a useful objective of econometric research, 
because such an approach does not yield informa- 
tion on the structure of the economic process un- 
der investigation. The fact of a co-variation be- 
tween two variables becomes useful information 
only in conjunction with a model, or a hypothesis, 
on the basis of which the statistical correlation 
can be interpreted either as spurious, or as due to 
a common third cause, or as due to a causal con- 
nection between two variables. 

A model describing the process by which the 
exchange rate is determined must allow for the the- 
oretically presumed interdependence among the 


* This expression is used as a convenient term. 
Ingram actually uses link-relatives, that is, ratios 
of the values of variables to their values in the pre- 
ceding quarter. 
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relevant variables. The demand for Canadian im- 
ports depends, by hypothesis, on Canadian income 
and on a price factor which is affected by changes 
in the exchange rate as well as by changes in do- 
mestic and import prices. Yet a shift in the Cana- 
dian import demand function will tend to affect the 
exchange rate. Similar considerations hold for the 
foreign demand for Canadian exports. In turn, 
Canada’s income depends, among other things, on 
the excess of exports over imports, and so on. In 
view of these interrelations one may have to con- 
clude in many cases that the least-squares tech- 
nique of parameter estimation may not be applica- 
ble and that one of the more recently developed 
simultaneous equations methods should be used 
instead. But even traditional least-squares regres- 
sion can yield useful results, provided that the 
variables which should be included in each equa- 
tion, and the form in which they should enter, are 
carefully determined from a consideration of the 
model as a whole. Such a procedure should leave 
no doubt about the question whether, according 
to a particular theory, a certain. equation should 
contain long-term capital movements, but not 
short-term capital movements, or vice versa. It 
should also enable one to decide whether variable 
A depends on the level of variable B, or rather on 
its rate of change. 

The alternative approach suggested here may be 
illustrated by a brief description of a model of the 
Canadian exchange market which has been re- 
cently presented by the writer.* This model is only 
one of many conceivable interpretations of reality ; 
it has a number of shortcomings and should be 
considered as no more than an intermediate result. 

The model specifies demand and supply equa- 
tions for Canada’s exports and imports such that 
the current account balance depends on the ex- 
change rate and on a number of other price and 
income variables. It includes a net long-term capi- 
tal import function which does not depend on the 
exchange rate. The relatively narrow fluctuations 
of the Canadian dollar in the face of large quar- 
terly variations of the current account and long- 
term capital balance suggested the hypothesis that 
short-term capital movements have ordinarily re- 
sponded in an equilibrating manner. An analysis 
of the motives for short-term capital transactions, 
involving both the spot and the forward market, 
yielded a net demand for short-term Canadian 
funds which depends on the change in the foreign 
exchange rate from the preceding quarter, the in- 
ternational short-term interest differential, and a 
variable indicating the state of exchange rate ex- 


*Rudolf R. Rhomberg, “Canada’s Foreign Ex- 
change Market: A Quarterly Model,” Setermntional 
_ Fund Staff Papers, April 1960, pp. 439- 
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pectations. The essential part’ of the model is 
completed by a balance of payments equation, 
which states that the sum of the current account 
balance, the long-term capital balance, the change 
in official reserves, and net short-tyrm capital 
movements, is equal to zero. When the sum of 
the first three of these four accounts shows a 
Canadian deficit at the exchange rate ruling at the 
beginning of the period, then the Canadian dollar 
will tend to depreciate far enough to induce the 
short-term capital inflow necessary to balance the 
deficit on the other accounts, which remains at 
the depreciated rate. Similarly, a Canadian sur- 
plus will tend to raise the external value of the 
Canadian dollar sufficiently to induce the necessary 
net outflow of short-term funds. This relation be- 
tween the short-term capital balance and the 
change in the exchange rate is modified by the 
signs and the magnitudes of the international in- 
terest rate differential and of a variable indicating 
the state of exchange rate expectations. 

If this type of hypothesis is to be tested it is 


clear that changes m the exchange rate should not | 


be related in the same equation to short-term 
capital movements and to a variable measuring 
changes in the current account balance (Ingram’s 
“T”). The first two of these three variables, to- 
gether with some other factors, belong in an ex- 
change rate adjustment equation which determines 
the quarterly change in the external value of the 
Canadian dollar, given the underlying tendency 
toward a surplus or a deficit. The current account 
balance variables belong in a different set of equa- 
tions, which make imports and exports functions 
of the exchange rate and of a suitably chosen set 
of other factors. The question of the stability of 
the exchange market can then be answered by 
referring to the signs and the magnitudes of the 
estimated coefficients with which the exchange rate 
variable, or its rate of change in the case of the 
adjustment function, enters into the various equa- 
tions. A different theory about the short-run bal- 
ance of payments adjustment process would, of 
course, require a different model and would re- 
sult in a different key equation to be tested. 
Although the subject of these comments has 
been the methodological aspect of Professor In- 
gram’s article rather than the substance of his re- 
sults, it is possible to end on a note of agreement 
by reference to one of his estimated coefficients: 
his finding* that the Canadian exchange rate will 
tend to change by about two-thirds of one per 
cent for each $100 million of short-term capital, 
that is for each $100 million of surplus or deficit 


* The model also includes equations for Canadian 
national income and consumption, which are de- 
pendent variables in the system. 

* Ingram, tbid., p. 213. 
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in the rest of the balance of payments, is broadly 
in agreement with the conclusion drawn in the 
study cited above. It seems, however, that quali- 
fication of this statement in terms of interest dif- 
ferentials and expectations cannot safely be ig- 
nored. 
Ruvotr R. 
International Monetary Fund 


THE CANADIAN EXCHANGE RATE, 
1950-67: REPLY 


Dr. Rhomberg’s methodological comment con- 
cerns a multiple-regression equation which ap- 
pears in Part III of my paper. He objects to the 
variables there treated as “independent,” and ar-. 
gues that correct methodology requires the use of 
a theoretical model in which the variables are 
properly separated and specified in equations per- 
mitting a simultaneous solution. If such a model 
could be devised and made operational, I fully 
agree that it would be superior to the crude and 
theoretically unsatisfactory technique of multiple 
regression and correlation—provided, of course, 
that the designation of a model of the exchange 
market is the purpose of the inquiry. Perhaps de- 
velopments in mathematical economics and sta- 
tistics will eventually make it pussible to design 
methodologically satisfactory operational modeis 
for analysis of such a complex problem as the de- 
termination of an exchange rate, but even a cursory 
survey of empirical economic analysis compels the 
conclusion that this time is not yet. 

Without intending to reverse the basic accept- 
ance of Rhomberg’s methodological criticism, ex- 
pressed above, I now wish to make a few points in 
direct reply to the tenor and overall impact of his 
comment. Strictly speaking, Rhomberg’s remarks 
apply to only a small part of my paper—namely to 
Part III and especially to a single multiple-regres- 
sion equation which appears there—but he does 
not make this clear. The greater part of the re- 
sults reported are not subject to his central criti- 
cism. Thus the conclusion about stability which 
he quotes at the beginning of his comment is pri- 
marily based on simple correlations, with leads 
and lags introduced to furnish a rough indication 
of causation. By linking his comments on the mul- 
tiple-regression equation with this conclusion, 
Rhomberg mistakenly implies that the two are 
related. He also implies that no lagged variables 
are introduced, but that is because his comments 
are devoted almost entirely to the above-men- 
tioned equation in which the variables are un- 
lagged. 

Rhomberg’s preoccupation with this equation 
leads him to make a number of general statements 
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which are incorrect for the paper as a whole, al- 
though correct for the one equation. For example: 


Ingram does not explore the relation between ex- 
change rate changes and short-term capital move- 
ments. According to his statistical method short- 
term capital movements are autonomous and do 
not themselves depend on exchange rate changes. 
Consequently, it is difficult to see how the results 
can be considered a test of the stabilizing charac- 
ter of short-term capital movements.’ 


While short-term capital movements were assumed 
to be an independent variable in the equation 
Rhomberg dwells upon, no conclusions whatever 
about their stabilizing character were based upon 
the results there obtained. Indeed, the matter is 
not «ven mentioned in Part III where this discus- 
sion appears. The relation between short-term capi- 
tal rnovements and exchange-rate changes is briefly 
discussed in a later section where, using simple 
correlation, it is shown that the correlation co- 
efficient is considerably higher with short-term 
capital movements lagged than it is with exchange- 
rate changes lagged. My conclusion is just the 
opposite of that attributed to me by Rhomberg; 
namely, I conclude that: 


This may be regarded as weak evidence that ex- 
change-rate changes lead to short-term capital 
movements, rather than the other way round. It 
is on that basis that the correlation results imply 
stability in the exchange market.’ 


The multiple-regression equations were not 
formed entirely at random, nor were the relation- 
ships among the variables so unspecified as Rhom- 
berg suggests. I took for granted a body of eco- 
nomic analysis which yields statements about the 
relationship between pairs of variables, subject of 
course to numerous qualifying assumptions.’ Con- 
centrating on statements in which one of the varia- 
bles is exchange-rate change, I sought to determine 
whether two or more of the two-variable relation- 
ships are consistent with each other in the Ca- 
nadian case and the extent to which changes in 
the dependent variable are “explained.” It seems 
to me that the identification of measurable eco- 
nomic variables capable of explaining (in the sta- 
tistical sense) a large part of the variation in a 
dependent variable is a worthwhile undertaking in 
the present state of knowledge. If the dependent 


* Supra., p. 144. 

* Ingram, op. cit., p. 214. 

* Conditions causing a reversal of the “normal” 
relationships can usually be found, as can historical 
instances of such reversal. For example, Nurkse 
cited several examples in the 1920’s in which the 
appreciation of a country’s currency was accom- 
panied by an increase in its exports. International 
Experience (League of Nations, 1944), 
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variable is lagged and if the relation performs well 
in subsequent periods, it will of course be more 
interesting. 

Rhomberg rather disarms a critic of his own 
model by saying that “it has a number of short- 
comings and should be considered as no more than 
an intermediate result.’* I cannot comment on his 
model at any length, but I do want to refer to 
part of his interpretation of it. Like many other 
complicated international trade models, this one 
reduces in interpretation to simpler, key relation- 
ships. In summarizing the essentials of his model, 
Rhomberg says that when there is a balance-of- 
payments deficit in a particular quarter (i.e., the 
sum of the current account, long-term capital ac- 
count, and change in official reserves shows a net 
debit balance) the Canadian dollar will tend to 
depreciate in that quarter, thus tending to induce 
an amount of short-term capital movements equal 
to the deficit. This implies a causal sequence 
through time, running from the appearance of a 
deficit to effect on the exchange rate and then to 
short-term capital movements. Such a sequence is 
plausible enough, but Rhomberg’s model furnishes 
no empirical test of it. For one thing, the definition 
of a balance-of-payments deficit in a particular 
quarter also means that, by definition, short-term 
capital movements equal to the deficit have oc- 
curred in that quarter. Implications in the text 
that an observable deficit in the balance of pay- 
ments will induce short-term capital inflows are to 
say the least misleading, since these co-exist in the 
observations made. 

The reason I bring this up is that Rhomberg’s 
interpretation reduces to the statement that short- 
term capital movements and exchange-rate changes 
are closely associated* But which is causal? He 
treats exchange-rate changes as causal and says 
that short-term capital movements respond to ex- 
change-rate changes, but he presents no evidence 
of this. Actually, in his equation (1) he assumes 
that exchange-rate change is the independent vari- 
able and does not empirically investigate the causal 


* Horrible examples of spurious correlation not- 
withstanding, I suspect that there would be con- 
siderable interest (on the part of theorists as well 
as speculators) in a ion equation in which 
current feed prices and cereal prices exactly pre- 
dicted egg prices six months later. Rhomberg dis- 
misses such attempts as “not fruitful,” but this 
seems to argue for a questionable methodological 
monopoly. 

* Supra., p. 145. These remarks are based on the 
“Comment” above and Rhomberg’s article, “Can- 
ada’s Foreign Exchan Market: A Quarterly 
Model,” International Menetary Fund, Staff Pa- 
pers, April 1960. I have not seen the full study. 

° Rhomberg says the relation between exchange- 
rate change and short-term capital is the key to 
his model. Jbid., p. 441. 


| 
| 


COMMUNICATIONS 


relation. As noted above, this is exactly the method 
he mistakenly attributed to me. 

Rhomberg’s is a sophisticated and carefully 
structured model, the objective of which is a far 
more systematic and comprehensive explanation 
of the Canadian foreign exchange market than I 
attempted, yet one is struck by the paucity of 
statistical results. The principal finding concerns 
the way in which short-term capital depends upon 
exchange-rate changes and an interest differential.’ 
It seems likely, however, that similar and equally 
significant results could have been reached through 
multiple-regression analysis, and by introducing 
leads and lags one might be able to say more about 
the causal relations than Rhomberg can. 

None of these remarks, however, should be 
taken as denial of Rhomberg’s basic point: that 
linear multiple-regression analysis is not a promis- 
ing technique of model-building where interde- 
pendencies among the variables are important. 

James C. 

University of North Carolina 


A COMMENT ON “PRICE DISCRIMINATION 
AND THE MULTIPLE-PRODUCT FIRM” 


Professor Clemens in an article which is rapidly 
becoming a classic in the field of industrial or- 
ganization treated the problem of the multiple- 


product firm as essentially a problem in the theory 
of price discrimination. It is the purpose of the 
present note to suggest that in his analysis of the 
chronological order of the firm’s entry into vari- 
ous markets Professor Clemens has considered 
only one of several possible cases and that con- 
sideration of other cases alters his generalizations. 

Professor Clemens bases his analysis on Mrs. 
Robinson’s treatment of the case of a seller who 
is engaged in price discrimination by selling the 
same product in two markets in one of which the 
seller is perfectly competitive. Professor Clemens 


"I agree with Rhomberg that the interest-rate 
differential has an important influence on short- 
term capital movements and, I wou'd add, on the 
exchange rate. In an early stage of my work I 
used interest-rate changes as one of the variables 
© be related to the exchange rate, but I later 

ro it. 

? Eli W. Clemens, “Price Discrimination and the 
Multiple-Product Firm,” The Review of Economic 
Studies, XIX (1950-51), pp. 1-11. Reprinted in 
American Economic Association’s Readings in In- 
dustrial Organization and Public Policy (Home- 
wood, Ill.: Richard D. Irwin, 1958), pp. 262- 
276. See also Richard H. Holton, “Price Piscrimi- 
nation at Retail: the Supermarket Case,” The 
Journal of Industrial Economics, VI (October, 
1957), pp. 13-32. 

*Joan Robinson, The Economics of Imperfect 
a (London: Macmillan, 1933), p. 184, 
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broadens the concept to include the sale of dis- 
tinctly different products in several markets. 

Reproduced below is Professor Clemens’ dia- 
gram portraying the prices and outputs* established 
in the several markets served by the firm. At 
equilibrium the familiar condition exists that mar- 
ginal revenue is equal in each market (as shown 
by the EMR line) and is also equal to marginal 
cost. Instead of Mrs. Robinson’s common vertical 
axis for all markets Professor Clemens uses sepa- 
rate axes for the various markets. 

According to Professor Clemens, 


Five product prices are established, the lowest 
being just in excess of marginal cost. Although it 
is assumed that the markets are aligned from left 
to right in order of their chronological entry, the 
corresponding assumption that they were entered 
according to their profitability results in an align- 
ment according to three standards: (1) inversely 
according to the elasticity of demand in eac 
market, (2) according to the margin of profit meas- 
ured as a percentage of either stand direct cost 
or price, and (3) according to price per standard 
unit of output.‘ 


Unfortunately, a great deal of Professor Clem- 
ens’ analysis holds only for the particular diagram 
which he has constructed. In his diagram the de- 
mand curves are ordered from left to right by de- 
creasing intercepts and decreasing slopes. The two 
are, however, completely independent. There is no 
necessary reason to suppose, for example, that de- 
mand curves possessing smaller slopes will also 
possess consistently lower price intercepts. An 
ordering of the demand curves by price intercepts 
may yield any order by slopes, and vice versa. If 
the demand curves of Fig. 1 possessed equal or in- 
creasing intercepts (from left to right) entry would 
occur first in market five and, as the marginal 
revenue in market five fell below the marginal 
revenue of a block of output devoted to market 
four, capacity would be diverted to the latter. The 
next market entered would be market three, etc. 
The order of entry (assuming standard units of 
output) is thus clearly a function of marginal 
revenue. Since any number of average revenues 
may correspond to a given marginal revenue, no 
generalization may be made as to the relative 
elasticities of demand at the points of entry. Al- 
though the relative demand elasticities at the 
equilibrium outputs vary inversely with the re- 
spective prices (since marginal revenue is the same 
in all markets) the various elasticities at equilib- 
rium cannot indicate the order of entry. 

Since entry into new markets occurs as soon as 
marginal revenue in existing markets falls below 


*In Clemens’ analysis units of output are de- 
fined as blocks of output possessing the same costs 
regardless of which product is produced. 

* Op. cit., p. 5. 
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that of the new markets (as long as both are above 
marginal cost), and since this does not indicate the 
relative slopes of the marginal revenue curves in 
the various markets, there is no reason to suppose 
that markets are entered according to their rela- 
tive profitability. For example, the first four de- 
mand curves of Fig. 1 could be so steep that the 
greatest profit could be earned in market five. 
Again, the profit margin in equilibrium would be 
less in the markets in which the demand elastici- 
ties at the respective equilibrium outputs were 
greatest, but this does not necessarily yield the 
order of profit per market or the order of entry. 
Knowledge of the relationships existing when the 
final disposition of output between markets has 
been accomplished does not constitute knowledge 
of the relationships existing at the points of entry 
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demand elasticities, (2) directly by the profit 
margins earned, or (3) directly by price per stand- 
ard unit of output. 

It might well be objected that in a strict sense 
Professor Clemens’ analysis, as most micro-eco- 
nomic analyses, reveals relationships existing only 
at equilibrium, and that he was thus treating the 
only relationships strictly deducible from his 
analysis. Such a puristic view would preclude, how- 
ever, any discussion of chronological entry unless 
it were assumed in his discussion—as it clearly is 
not—that entry occurs simultaneously in all 
markets at their respective equilibrium prices and 
outputs. Such a view, if followed consistently, 
would also rob the entire discussion of much of its 
merit and would reveal little, if anything, about 
the question of the order of entry. But if such a 
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or between the points of entry and the equilibrium 
outputs. 

Similarly, an ordering of markets by their profit- 
ability does not necessarily constitute an ordering 
by chronological entry or an ordering by price. 
Chronological entry is presumably governed by 
marginal revenue (assuming standard units of out- 
put), and a given marginal revenue determines 
neither a unique average revenue nor a unique 
profit for the market (though the marginal reve- 
nue, together with the marginal cost of the stand- 
ard unit of output, would determine the marginal 
profit yielded). 

Thus it is not necessarily true that the markets 
would be entered in an order: (1) inverse to the 
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view is not taken, i.e., if the analysis is not con- 
fined solely to the final equilibrium position, then 
the order of entry into the various markets is 
clearly a function of marginal revenue (assuming 
standard units of output). 

The basic shortcomings of the analysis are thus 
that (1) relationships necessarily existing only at 
the final equilibrium are assumed to indicate rela- 
tionships existing at points of entry assumed to 
precede the final equilibrium, while (2) the varia- 
ble determining the order of entry is not correctly 
isolated. 


W. 
Tulane University 
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A Proper Monetary and Banking System for the 
United States. Edited by James Washington 
Bell and Walter Earl Spahr. New York: Ron- 
ald Press Corapany, 1960. Pp. viii, 239. $6.00. 

In this volume, the editors, Kemmerer and six 
others present their case for a return by the 
United States to the redeemable gold coin stand- 
ard. The work of these nine men is developed in 
sections scattered throughout the entire book, 
except for the final chapter which is a summary 
statement by Professor Bell. They seek to correct 
the “...fundamental errors in principle and prac- 
tice in our monetary and banking structure... .” 
It is evident that they have failed to draw on an 
important body of knowledge which illuminates 
the relationship between the monetary system and 
the economy as a whole; namely, the work of J. 
M. Keynes and his followers. 

The book is divided into six chapters. The first 
two deal with money proper—the types of money 
and legal considerations (eg., distinctions as to 
legal tender, lawful money, and money made re- 
ceivable for specified purpose). Chapter three sets 
forth the authors’ conception of a proper central 
banking system. Chapters four and five discuss the 
relation of the central banking system to the Gov- 
ernment and to outside institutions. Finally, in 
Chapter six, Professor Bell, as noted above, pro- 
vides a summary. Throughout these chapters the 
gold standard is a continuing background theme. 

The central argument which the authors ad- 
vance for restoring the domestic circulation of gold 
stems from their chronic distrust of the money 
managers and of the persons who determine fiscal 
policy. If all monies, including demand deposits, 
were redeemable in gold the Treasury would be 
checked automatically whenever it attempted to 
finance a significant budgetary deficit through the 
banking system. 

The authors as a group are categorically against 
monetization of Government debt. Money so 
created “... bears no proper relation to the pro- 
duction and exchange of goods and services. The 
credit does not arise out of actual or anticipated 
productive and exchange activities which will 
liquidate it automatically when it matures” (p. 34). 
Consequently, they propose a progressive reduction 
in the Federal Reserve holdings of U. 8S. obliga- 
tions with the ultimate aim of limiting the Sys- 
tem’s open market operations to bona fide self- 
liquidating commercial paper (pp. 121-122). “Every 
step taken to prevent the building of member 
bank or Federal Reserve deposits on government 
securities in a manner that involves monetization 
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of Federal debt points in the proper direction” 
(Kemmerer, p. 97). 

Apparently Professors Bell, Sphar, et al., do not 
recognize the possibility or advantage of counter- 
cyclical monetary-fiscal measures. Alvin Hansen, H. 
Gordon Hayes and others have clearly shown how 
the monetization of Federal debt could compen- 
sate for a decline in private demand, thereby 
putting idle men and idle machines back to work 
without an untoward rise in the general level of 
prices. Whittlesey has convincingly argued that 
we are moving toward a deflation-proof money 
supply: the volume of bank deposits can be ex- 
pected to behave in a relatively stable, and perhaps 
even stabilizing, manner. There are historical and 
logical reasons for expecting bank holdings of 
U. S. securities to move contrary to bank loans 
over the course of the business cycle. 

Our authors, however, do believe that the 
Federal Reserve System should come to the aid 
of our Government during “... periods of extreme 
emergencies, as in time of war or severe economic 
maladjustment, in every way that would seem 
reasonable to intelligent people” (167). Presum- 
ably, “intelligent people” would have no choice but 
to suspend gold payments. Hence, the full gold 
standard, even to our authors, is a “fair weather” 
arrangement. 

In the reviewer’s opinion, this book offers a 
number of valuable recommendations for strength- 
ening our monetary and banking system. Among 
these are (a) a proposal to reduce the number of 
Federal Reserve districts to seven, (b) the em- 
phasis given to protection of the integrity and 
purchasing power of the dollar, (c) the recom- 
mendation to eliminate the “float” as a second 
major category of Federal Reserve credit, (d) the 
use of flexible credit control over the monetization 
of “finance” and “insurance” paper, (e) a call for 
representation of Federal Reserve officials in 
Bretton Woods institutions and in all international 
monetary conferences, and (f) the recommendation 
to maintain the current dollar price of gold and to 
strengthen world confidence in the ability and will- 
ingness of our Government to pay foreign short- 
term balances under all circumstances short of 
war. 

In respect to the main point of issue in this 
book—the validity of the full gold standard—the 
present reviewer rests his case on the following 
quotation by Allen Sproul, who, in his long career 
as a central banker, has given much thought to 
this idea. 
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Discipline is necessary in these matters but it 
should be the discipline of competent and re- 
sponsable men; not the automatic discipline of a 
harsh and perverse mechanism. Integrity of our 
money does not depend on domestic gold con- 
vertibility. It depends upon the great productive 
power of the American economy and the com- 
petence with which we manage our fiscal and 
monetary affairs. 


Eatc N. BAKLANOFF 
Louisiana State University 


Soviet Economic Power: Its Organization, Growth 
and Challenge. By Robert Campbell. New 
York: Houghton Mifflin Company, 1960. Pp. 
xii, 209. $3.50. 

Professor Campbell’s compact and highly read- 
able analysis of Soviet economic power fully de- 
serves the wide audience for which it was designed. 
Indeed, his success in summarizing the insights of 
modern scholarship in the Soviet economy and in 
communicating them in precise yet non-technical 
terms is altogether unique. The reader of his work 
would benefit by a prior exposure to economics 
but this is not essential since the concepts required 
to evaluate the operation of the Soviet economic 
system are adequately explained in the course of 
the discussion. Besides serving the needs of the 
intelligent citizen, Campbell’s study should prove 
of value in a variety of college courses. Moreover, 
if the professional economist can curb his impa- 
tience with the lessons in elementary economics he, 
too, should find the Campbell volume of consider- 
able interest. 

The author’s balanced and judicious approach to 
emotionally charged arguments and to often con- 
flicting results are particularly noteworthy. He is 
not afraid to hypothesize on the basis of incom- 
plete deficient data but he is careful at the same 
time to delimit the controversial areas and to pro- 
vide the skeptical reader with ammunition for 
intelligent disagreement. His facility for clear 
and compressed expression is as conspicuous as 
it is refreshing. In less than two hundred pages 
he sets forth a comprehensive picture of the Soviet 
economy, contrasting its strengths and weaknesses 
with the corresponding U. S. economic indicators 
and finally assessing its prospects for the future. 
Necessarily, many problems and interesting quali- 
fications fail to receive attention but the omission 
of details enables the salient features on which he 
concentrates to appear in sharper focus. For readers 
in search of further information a concluding sec- 
tion supplies a list of major works in English, 
grouped conveniently according to the subject 
matter of each chapter. 

Campbell notes at the outset of his survey 
that it is important to reject the formulation that 
the Soviet economy is applied Marxism. Ad- 
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mittedly, the Marxist heritage is significant if only 
because the Soviet leaders interpret and justify 
their acts by appeal to Marx. This behavior, how- 
ever, is predominantly a rationalization after the 
fact, as Campbell convincingly shows. Instead of 
the Marxist frame of reference he proposes that the 
Soviet economy be regarded as “totalitarianism 
harnessed to the task of rapid industrialization 
and economic growth.” The objective of maximiz- 
ing the rate of economic growth is a goal which the 
Party leadership set for the Russians some thirty 
years ago and this, Campbell correctly reminds us, 
has been their primary obsession ever since. In 
keeping with this emphasis, discussion turns almost 
at once to the crucial power struggle and debate 
of the early twenties during which the overriding 
commitment to industrial growth was forged. This 
historic inquiry sets the stage for his examination 
of the dynamic qualities and record of the Soviet 
economy under the Five-Year Plans. 

Campbell advocates and maintains a certain 
agnosticism in answering the question, “How 
fast has Soviet industry really grown?” We cannot 
know the tempo of Soviet development in any 
scientifically confirmed and precise sense. In fact, 
the “index number problem,” which Campbell 
lucidly explains, precludes the derivation of a 
single “true index” of Soviet economic growth. 
On the other hand, his sympathies plainly lie, as 
do mine, with the estimates of the so-called “high- 
growth rate school.” The Soviet accomplishment, as 
he perceives it most simply, has been to increase 
the level of output “at a pace scarcely ever 
achieved before in human history.” The con- 
sensus of painstaking computations made outside 
the USSR establish this conclusion, unpleasant and 
surprising though it may be. One of the main 
values of works such as the present one is to lessen 
the surprise born of American ignorance and 
complacency and to render plausible, as Campbell 
surely does, the Soviet developmental perform- 
ance. There are, it is true, great differences among 
the indexes of Soviet production which have been 
computed in the West but whichever calculation 
is preferred the Soviet economy is shown to out- 
perform the American in terms of its rate of 
growth. 

Three principal explanations are adduced for 
the accelerated tempos which have characterized 
the Soviet economy to date. First, the Soviets 
have used the tight control over resources which 
central planning permits to make rapid and con- 
tinuous additions to productive capacity. Stated 
somewhat differently, they have devoted an ex- 
tremely large share of the gross national product 
to capital formation every year and have so di- 
rected this investment to give it maximum growth 
effect. Second, labor has been in relatively abun- 
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dant supply based on the large pool of under- 
utilized manpower in agriculture and the fairly 
rapid population growth. Third, technological 
progress, most of which originated in the West, 
undeniably played a very important part in raising 
the productivity of basic inputs. 

While the Soviet economy has done very well 
in the area of growth the Campbell study suggests 
that it compares much less favorably with free 
enterprise in efficiency, that is, in transforming 
available resources into output. The fact that the 
Russians generally get less output per unit of 
resources employed than we do does not, however, 
call in question their superior growth rate, as 
might on the surface appear to be the case. Waste 
is fully compatible with rapid growth and in the 
Soviet instance it seems to have been a significant 
accompaniment if not an essential part of the 
growth process. The author clearly understands the 
relation of statics and dynamics but he might prof- 
itably have spent more space in explaining away 
for the general reader the seeming paradox of the 
Soviet experience. 

Finally, what does Campbell have to say con- 
cerning the challenge which the Soviet economy 
presents to the United States? Unlike some ob- 
servers in the West he tends to discount the rea- 
sons for believing that Soviet growth necessarily 
will slow down appreciably over the next several 
decades. It is certain in any event that we can 
do little by reason of our own policy to affect 
(reduce) the Soviet rate of growth which is largely 
internally generated and controlled. The half 
of the competition over which we do have some 
control is in the performance of our own economy. 
Without prescribing policies, Campbell clearly 
hopes that his book will both provoke and en- 
lighten the public debate which the seriousness 
of Soviet economic rivalry warrants. 

James H. Buackman 

University of North Carolina 


Theory of Value: An Axiomatic Analysis of Eco- 
nomic Equilibrium. By Gerard Debreu. New 
York: John Wiley and Sons, 1959. Pp. xii, 
114. $4.75. 

In the last decade the theory of value has 
undergone an extensive restatement and devel- 
opment characterized by formalism, generality, 
and use of mathematical methods new to eco- 
nomics. The work has centered around “(1) the 
explanation of the prices of commodities resulting 
from the interaction of the agents of a private 
ownership economy through markets, (2) the ex- 
planation of the role of prices in an optimal state 
of an economy.” Professor Debreu has written a 
report of his own research which is at the same 
time an account of the new value theory. A com- 
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parison with J. R. Hicks’ Value and Capital, which 
is concerned with many of the same problems and 
was published in 1939, amply illustrates the virtual 
banishment of differential calculus from the fron- 
tiers of economics. Yet Debreu has performed the 
pedagogic feat of making much of his work acces- 
sible to those economists who are not also highly 
trained mathematicians. This is facilitated by in- 
clusion of a chapter on the mathematics used and 
by a method of exposition which provides inter- 
pretation and intuitive comment parallel with the 
mathematical theory. 

Chapter I introduces mathematical concepts and 
theorems used in the later development. These 
include the concepts of set, function, orderings; 
the real number system, m-dimensional Euclidean 
space, continuous functions and correspondences; 
vectors, cones, the Minkowski bounding hyper- 
plane theorem, and the fixed point theorems of 
Brouwer and Kakutani. The reader must judge 
for himself the assertion that this material “re- 
quires, in principle, no knowledge of mathematics.” 
However, the discussion proceeds in a careful 
manner, examples are given, and this chapter is 
an excellent summary of mathematics ae 
broad applications in economics. 

The concepts of commodity and price are de- 
veloped at the beginning of the economic analysis. 
All activity is dated and located: “a commodity is 
a good or a service completely specified physically, 
temporally, and spatially.” An action is a point in 
1-dimensional commodity space; a price system is 
a point in 1-dimensional space; the value of an 
action relative to the price system is the corre- 
sponding inner product. Next the activities of 
producers and consumers are discussed. A producer 
chooses a production plan from a set reflecting 
technological restraints so as to maximize profit 
with respect to given prices; the geometry of 
production sets and the consequences of profit 
maximization are studied. The set of consumer’s 
consumption plans reflects both a priori possibil- 
ities and the constraints associated with wealth; 
from this set he selects a consumption plan to 
which none is preferred. Topics discussed include 
properties of consumption sets and of preferences, 
the utility function, preference satisfaction, and 
the effect of variations in prices and in wealth. 
The concept of an economy is presented: an 
economy is a finite number of consumers, a finite 
number of producers, and the total resources. 
A state of an economy is a specification of an 
action for each agent; it is attainable if each action 
is possible and the set of actions is compatible 
with the total resources. In a private ownership 
economy resources are owned by consumers. It is 
in equilibrium if (1) each consumer is in equi- 
librium relative to the price system and his 
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wealth, (2) each producer is in equilibrium rela- 
tive to the price system, and (3) the market is 
in equilibrium in the sense that there is no ex- 


cess net demand over resources. Conditions are , 


given under which a private enterprise economy 
has an equilibrium. An optimum is characterized 
as an attainable state for which an improved 
position for one consumer is associated with a 
worsened position of another consumer. An econ- 
omy is in equilibrium relative to a price system 
if (1) each consumer and (2) each producer is in 
equilibrium relative to that price system and if 
(3) there is no net excess demand. It is proved 
that (1) an equilibrium relative to a price system 
is an optimum and (2) an optimum is an equi- 
librium relative to a price system: thus an attain- 
able state is an optimum if and only if there is 
a price system with respect to which no consumer 
ean increase satisfaction without increased ex- 
penditure and no producer can increase profit. 
In the last chapter a revised definition of a 
commodity leads to a theory of uncertainty which 
is normally identical with the previously elabo- 
rated theory of certainty. 
Cieon 
North Carolina State College 


The Measurement of National Wealth: Income 
and Wealth Series, VIII. Edited by Raymond 
Goldsmith and Christopher Saunders. Chicago: 
Quadrangle Books, 1959. Pp. xiv, 389. $7.50. 

This volume comprises a summary survey of 
national wealth estimates for various countries 
and twelve papers presented at the fifth meeting 
of the International Association for Research in 
Income and Wealth, held in 1957 in the Nether- 
lands. Two of the papers deal with problems of 
measuring capital and of integrating financial 
accounts with national income and product ac- 
counts. Nine of the papers deal with preparation 
and uses of estimates of national wealth or a 
major portion thereof in particular countries: 
Norway, Netherlands, Western Germany, Yugo- 
slavia, Canada, Argentina, South Africa, Australia, 
and India. The remaining paper is devoted to na- 
tional wealth estimates for Latin America, with 
particular attention to Columbia and Argentina 
and summary data for Brazil, Chile, Mexico, and 
all of Latin America. 

The summary survey gives a tabular presen- 
tation of national wealth estimates, for a year in 
the 1950’s, for 18 countries for which data are 
available, together with other tables pertaining 
to gross and net national wealth, the structure of 
national wealth, methods of valuation, and capital- 
output ratios. These tables are preceded by a 
brief introduction by the editors summarizing the 


BOOK REVIEWS 


concepts, coverage, methods of estimation, and 
composition of national wealth. 

Mr. T. Barna’s paper on methods of measuring 
capital starts from the two basic concepts of finan- 
cial capital and real capital and three purposes 
for which capital measurements are useful: esti- 
mation of the distribution of wealth and taxable 
capacity; analysis of the behavior of the economy 
from national income and other social accounts; 
and an understanding of the relation of capital to 
economic development and growth. He discusses 
the relevance of market price and original cost 
measurements of capital to these problems, and 
refers to various difficult aspects of capital meas- 
urements, such as the development of suitable in- 
dex numbers of prices of capital goods. 

Messrs. Bjerve and Selsjord probe the problem 
of integration of financial accounts with national 
income and product accounts. They discuss ac- 
counting structure and relationships, sector clas- 
sification of financial objects, choice of evaluation 
principles, and problems of reconciling the ac- 
counts; and illustrate their presentation with a 
description: of the classification of financial ac- 
counts used by the Central Bureau of Statistics 
of Norway. From the point of view of usefulness 
in economic analysis, that classification has a 
serious deficiency: it does not provide convenient 
separation of the accounts of financial institutions 
between those providing circulating medium and 
those which are genuine intermediaries between 
savers and users of investment funds. It is true, 
of course, that the presence of hybrid institutions 
makes demarcation difficult; but to ignore the 
distinction is to lose one of the most important 
contributions that integration of financial accounts 
with income and product accounts can make to 
an understanding of the processes of economic 
growth and of business fluctuations. 

The reviewer of the volume is not competent 
to appraise the quality of the various tabulations 
and analyses presented in the surveys of national 
wealth estimates for particular countries, mostly 
prepared by persons engaged in the preparation 
of such estimates in the respective countries. 
However, he is greatly impressed with the evident 
understanding by the various authors of both 
theoretical considerations and practical difficulties 
encountered in providing estimates that are suffi- 
ciently reliable for use in economic analysis or 
as a background for economic policy. Each of the 
surveys will be of value to economists throughout 
the world who are working with or interested in 
estimates of national wealth or the measurement 
of capital accumulation. 

Ciark Warsurton 
McLean, Virginia 
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Capital, Interest and Profits. By B. 8. Keirstead. 
New York: John Wiley & Sons, 1959. Pp. ix, 
180. $4.00. 

Most readers will find Professor Keirstead’s 
little book stimulating. It is divided into two 
parts. The first is a theoretical exposition of his 
theory of capital, profits, and interest, and the 
second is largely a theory of economic develop- 
ment built up from empirical observations and, 
according to the author, deriving its relevance 
from the theory expounded in the first part. 

Keirstead’s treatment of capital formation is 
the orthodox one of abstinence from consumption 
to release resources for tool making. His self-styled 
departure from orthodoxy occurs in his attempts 
to divest the magnitude of investment of depend- 
ency on a relationship between the rate of interest 
and the marginal efficiency of capital. 

Keirstead regards interest as being determined 
primarily by government monetary and _ fiscal 
policies. The rate on long term government issues 
establishes its minimum, but other sources of 
loanable funds may charge more because of ad- 
ministrative costs and risk. In his thinking there 
is no functional relationship between interest 
rates and the savings of society. The latter are 
accomplished by government fiat in a poor society, 
if they are accomplished, and by quasi-voluntary 
action (for other than monetary reward) and/or 
government fiat in advanced societies. 

Profits are the primary determinant of invest- 
ment in Keirstead’s scheme of things. Gross profit 
is considered by him to be the source of interest 
payments to lenders and returns to stock for 
equity holders. Aggregate investment in the econ- 
omy is the summation of investment decisions 
made by individual firms. Determination of the 
magnitude of investment by the firm is handled in 
a rather nebulous way. The power of alternative 
investment possibilities to attract the entrepreneur 
are considered to vary inversely with the size of 
investment and the “time horizon” of the pro- 
spect.ve investment. The firm is expected to max- 
imize return over cost. Keirstead indicates that 
this is done by comparing total expected returns 
with total expected costs of obtaining funds and 
denies that marginal calculations are involved 
in this process. Lumpiness of investment bundles 
or lack of continuity in investment schedules 
preclude marginal analysis in his view and results 
in returns (profits) on investment being substan- 
tially higher than interest rates. 

In Part II of the book Professor Keirstead 
considers the nature of conventional societies and 
the conditions necessary for economic progress. 
A conventional society is defined as one in which 
the processes of production are governed by cus- 
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tom, usage or taboo, in which processes do not 
change and in which there is no net capital forma- 
tion. Historical societies which approximate this 
definition are examined for common character- 
istics. These, he finds, include subsistence living 
standards; absence of a middle class, although 
there may be an elite of a wealthy few who do 
not invest in improvements to the society’s 
productive capacity but rather in lavish living 
and ostentatious display; great importance at- 
tached to land; physical possession of land by the 
leader class; the presence of money lenders and 
debt peonage; and, in general, no significant in- 
crease in the use of capital or alteration in the 
productive techniques used in the predominant 
food-producing sector of the economy. 

Conditions causing a conventional society to 
begin capital accumulation, i.e., to become pro- 
gressive, result from some form of external shock 
—from war, conquest, discovery, or trade—which 
place the society in contact with other and different 
societies. Other conditions of development include 
creation of a surplus in food supply, strong and 
determined political authority, some degree of 
social flexibility, and a maritime natural environ- 
ment. If progress is to be maintained, profit ex- 
pectations must be sufficiently favorable to offset 
uncertainty and, when voluntary savings are in- 
sufficient to maintain the necessary rate of invest- 
ment, forced savings must be imposed in one form 
or another. 

In the policy realm, Professor Keirstead’s 
analysis leads him to minimize reliance on mone- 
tary policy as a countercyclical device—its in- 
terest rate effects in his view discriminate against 
small entrepreneurs, affecting large corporations 
hardly at all. It also leads him to question the 
virtues of the competitive economy. He doubts 
that such an economy would be very progressive. 
Uncertainties in the competitive market he be- 
lieves to be greater than in those characterized by 
oligopoly or monopoly; consequently, anticipated 
profits would have to be higher under competition 
in order to attract investment and innovation. 

In general, the author has provided, in his usual 
way, some provocative insights into the nature 
of the theory of capital, profits, and interest. His 
book will be a must for economists interested in 
this area whether or not they agree with what he 
has to offer. 

Ricuarp H. Lerrwicn 

Oklahoma State University 


The Theory of the Growth of the Firm. By Edith 
Tilton Penrose. New York: John Wiley & Sons, 
1959. Pp. viii, 272. $6.00. 

In this study Mrs. Penrose has attempted to 
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broaden the scope of the “theory of the firm.” 
Current theory with almost complete emphasis 
on price and quantity decisions is held by the 
author to be so narrow that it eliminates much 
that is interesting from its purview. Mrs. Pen- 
rose raises and attempts to provide answers to 
these questions: Why do firms grow? How do they 
grow? Is there an optimum size for the firm? What 
determines the rate of growth? What are the 
social implications of the growth of the firm? 
These are all worthwhile questions and questions 
which are generally ignored. 

The book falls logically into three parts, each 
containing roughly one-third of the text material. 
In the first part Mrs. Penrose states the basic in- 
gredients of growth and the factors which lead 
the firm to expand. If I understand the argument 
correctly, the growth of the firm is based upon 
internal rather than on external factors. It is the 
availability of unused resources within the firm 
which leads the firm into diversification or ex- 
pansion of existing lines. External factors, such 
as the pull of demand, shape the direction of 
growth, but they do not of themselves lead to 
expansion. Unused resources within the firm may 
be of many kinds: the firm may have sales, 
managerial, research, or productive excess capac- 
ity. Of prime importance in the Penrose theory 
is managerial excess capacity which the author 
argues is likely to develop within the firm. The 
process is simple enough. As people become ac- 
customed to their jobs, formerly difficult tasks 
tend to become more or less routine thus freeing 
management to assume new responsibilities. If 
other conditions are right expansion may take 
place to absorb the unused or partially used re- 
sources. 

The second part of the study involves a detailed 
analysis of the rationale and mechanics of ex- 
pansion. In these chapters Mrs. Penrose first 
examines the relationship of diversification to 
growth and then presents an extended treatment 
of acquisition and merger from the standpoint of 
both buyer and seller. 

In the third part of the manuscript the sig- 
nificance of growth and size is studied. Relation- 
ships between small and large firms are considered 
and the conclusion is reached that the rate of 
growth is greatest in medium size and moderately 
large firms. It is further concluded that since the 
rate of growth of the largest firms is retarded, 
there is likely to be a leveling off in terms of the 
degree of industrial concentration. Some shaky 
confirmation of these conclusions is found by Mrs. 
Penrose in the admittedly controversial statistical 
findings on industrial concentration. This is not, 
however, to be taken as an argument that we need 
not be concerned with concentration and sheer size. 
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In fact it is noted that many of the benefits of 
size would not be lost if firms were somewhat 
smaller, and indeed some positive benefits in terms 
of the removal of artificial barriers to the growth 
of smaller firms might be forthcoming. Mrs. Pen- 
rose points to this interesting paradox (p. 103): 


The growth of firms may be consistent with 
the most efficient use of society’s resources; the 
result of a past growth—the size attained at any 
time—may have no corresponding advantages. 
Each successive step in its growth may be profit- 
able to the firm and, if otherwise under-utilized 
resources are used, advantageous to society. But 
once any expansion is completed, the original 
justification for the expansion may fade into in- 
significance....In this case, it would not follow 
that the large firm as a whole was any more effi- 
cient than its several parts would be if they were 
operating (and growing) quite independently. 


Methodologically, this study is both suggestive 
and disturbing. It might be called an exercise in 
“intuitive economics,” and as such it represents a 
curious blend of theoretical and descriptive work. 
Instead of proceeding to build her theories on a 
set of assumptions, Mrs. Penrose chooses instead 
to make descriptive statements about entrepre- 
neurial behavior and to draw logical conclusions 
from these. The attempt to make theory more 
realistic is certainly commendable, but in this case 
while most of the descriptive statements would 
probably be generally accepted there are enough 
unsupported and not wholly obvious statements to 
cause the reader occasionally to be nervous and 
hesitant about the path down which he is about to 
be drawn. 

Despite the occasional paucity of documentation 
it might be said that this book is to the literature 
of economics as innovation is to invention. For 
most economists the individual bits of information 
presented are well known particularly to those 
familiar with the literature of “managerial eco- 
nomics,” but when looked at as a whole it is clear 
that Mrs. Penrose has made a worthwhile con- 
tribution to micro-economics. 

Joun R. Moore 

University of Tennessee 


The Political Economy of National Security. By 
James R. Schlesinger. New York: Frederick 
A. Praeger, 1960. Pp. viii, 292. $5.00 
National security, like war itself, is too im- 
portant a problem to leave solely to the generals— 
or the political scientists. Economic analysis must 
supplement and sometimes circumscribe, but can- 
not supersede, military and political analyses, 
as is demonstrated by Professor Schlesinger. 
The book is commonsensical, hard-headed, gen- 
erally highly lucid, an¢ sp-inkled with dry humor. 
It considers an assortment of topics, ranging from 
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federal budget procedure and price control to the 
“economic potential for war” (which, unfortunately 
for the West, is not accurately measured by Gross 
National Product), the (largely irrelevant) “eco- 
nomic growth” race with Russia, and foreign aid 
(which has been based mainly on misconception, 
has fostered dangerously exaggerated anticipations 
here and abroad, and has much less to contribute to 
strategic and economic well-being than does in- 
ternational trade). One-quarter of the volume 
consists of two chapters on the “underdeveloped” 
areas. 

The emphasis throughout is very properly on 
how best to use our limited resources. Thus policy 
decisions and criteria must be couched in terms of 
alternative costs—and the companion realization 
that, once commitments have been made, by- 
gones are forever bygones, with irretrievable 
losses to be cleanly written off. Despite peculiar 
talk im some circles of “the affluent society,” we 
cannot have all of everything we want in con- 
sumption goods, military hardware, capital ac- 
cumulation, public welfare programs, and foreign 
aid. But although any alternative has its costs, it 
is important to recognize that there are alterna- 
tives, and “surely adequate expenditures [for na- 
tional security] are within the power of the 
world’s most prosperous economy” (p. 267). 

Russia, too, faces the constraints of scarcity and 
the consequent necessity of choosing among al- 
ternative goals. Western survival in a growingly 
hostile world will turn heavily on how rationally 
the choice-making is done on the respective sides 
of the Iron Curtain. 

In a wide-ranging discussion of both national 
and international policy issues, it is inevitable that 
even a sympathetic reader will occasionally raise a 
question or have a doubt. Schlesinger’s ambivalent 
feeling toward direct controls in the domestic econ- 
omy (chapter 4) might better be modified in the 
direction of less equivocal support of the free 
price system; the author may somewhat over- 
emphasize the importance of public budgetary 
practices (chapter 5); he could well have been 
more generous toward the “free-enterprise ap- 
proach” (eg., Friedman, Bauer) to the question of 
foreign aid (pp. 233-36). But such questions and 
doubts reflect the uncomfortable fact that the 
world is a complicated place. 

Written immediately for the economics layman 
(but still of value to the professional), the book 
deserves a wide readership, including, it is to 
be hoped, presidential and congressional candidates 
and editorial writers. 

R. 

University of California, Los Angeles 
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Wages in the Metropolis: Their Influence on the 
Location of Industries in the New York 
Region. By Martin Segal. Cambridge, Mass.: 
Harvard University Press, 1960. Pp. xi, 211. 
$4.75. 

Martin Segal, who is earning a growing reputa- 
tion as a “heavyweight,” has developed a fully 
coherent study of the influence of wage levels on 
the location of industries in the New York Metro- 
politan Region. In addition, this volume which is 
part of a series promoted by the Regional Plan 
Association in cooperation with the Graduate 
School of Public Administration at Harvard Uni- 
versity, provides a cautious study of the general 
problem of labor-cost differences in locational 
decisions. 

Addressing himself to the changing composition 
of the work force and to the spreading of skills 
to newer areas, the author tends to minimize 
regional differential labor efficiency. Moreover, he 
points out that average weekly earnings for all em- 
ployment in the New York area ranks below 
Detroit and Chicago, the two largest metropolitan 
areas in the midwest, as well as below the San 
Francisco, Los Angeles, and Portland areas. When 
average hourly earnings in manufacturing are con- 
sidered separately, 10 out of 17 cities across the 
country have higher average hourly earnings than 
the New York area. The reason for this is that 
the large proportion of New York’s manufacturing 
is of garments, textiles, and light consumer goods 
—all traditionally low wage industries. Labor or- 
ganizations and collective bargaining have not 
been more restrictive in New York than in other 
unionized areas, he says. 

It is generally belived that the main sections 
of the country have been slowly moving toward 
greater wage uniformity. The author, however, 
builds a strong case to show that wage trends 
within the New York region are not necessarily 
related to a national pattern. The usual social 
and economic forces such as migration of worker 
from low to high wage areas; the industrial move- 
ment toward rural sections; spread of collective 
bargaining; effects of federal minimum-wage legis- 
lation are all explored to show that there is little 
evidence of a systematic trend toward the con- 
vergence of wage levels of the New York Metro- 
politan Region and the United States as a whole. 
However, the high degree of interchangeabhility 
of workers among different industries within the 
Region offers interesting speculation as to the 
future. 

The garment industry is given prime attention 
and there is little doubt left in the reader’s mind 
that the lower priced garment lines are in real 
trouble. The wage-oriented segments of this in- 
dustry cannot expect relief from their economic 


| 
| 
| 


ailments by locating in the area around New 
York City. The supply of cheap labor there has 
been taken up not only by the growth of other 
industries but also by the growth of higher priced 
lines of garment-making. This indicates a closing 
of the wage gap between New York City and the 
rest of the Region area. 

The future will see a locational shift in the 
wage-oriented sector of the New York Metro- 
politan Region. Some of the firms will be liqui- 
dated and their share of the market absorbed by 
competitors. Other firms may relocate completely. 
“Whatever form the locational shift takes, it will 
involve the disappearance of 60,000 to 80,000 jobs 
from the local scene.” 

The book is very readable and challenging and 
there are certain conclusions to be drawn that 
management would do well to consider. 

F. F. Martin 

Edison Electric Institute 

New York 


Ricardo on Tazation. By Carl 8. Shoup. New 
York: Columbia University Press, 1960. Pp. 
285. $6.00. 

This volume is a careful, detailed, copiously 
footnoted exposition and analysis of Ricardo’s 
views on taxation, a sibject that occupies about 
one third of the space in his Principles and a po- 
sition in the title. Taxation was also a major sub- 
ject of Ricardo’s speeches in Parliament. Never- 
theless, his ideas in this field have not received 
the attention accorded his ideas in other areas, 
particularly money and banking and international 
trade. Of course, they may receive all the attention 
they deserve in view of the nature and shortcomings 
of his analysis. 

After a purview of the literature pertaining to 
Ricardian tax analysis, Dr. Shoup presents 
Richardo’s macro-economic system to give the 
reader the grounding that he feels is necessary 
for understanding Ricardian tax doctrine. Then 
he launches into a dozen chapters in which this 
doctrine is presented, analyzed, and interpreted. 
In general, the types of taxes and the tax issues 
are arranged in the same order as they appear 
in the third edition of the Principles. In the last 
two chapters (XV and XVI) Dr. Shoup assesses 
the relevance of Ricardo’s thinking on taxation 
to England’s tax policy of that period and presents 
an appraisal of Ricardo’s analysis. 

In his exhaustive treatment of Ricardo’s tax 
doctrine, Dr. Shoup indicates the extent to which 
Ricardo was indebted to others and his influence 
over others. He checks Ricardo’s assumptions and 
reasoning, at times extending Ricardo’s analysis. 
For example, Ricardo, in illustrating the effect on 
money rent and corn rent of a tax on raw produce, 
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deals only in terms of an extensive margin; Dr. 
Shoup expands the illustration to include an in- 
tensive margin (pp. 64-65). In connection with the 
incidence of a tax on wages, he points up the 
errors that Ricardo committed in his attempt 
to refute Smith (pp. 129-37). 

In Chapter XV, which relates the *axes dis- 
cussed by Ricardo to the taxes actually found in 
the British fiscal system, there is an interesting 
discussion of the income tax. Though Ricardo 
lived through a period when the income tax 
“played the leading role in the British wartime 
tax drama,” (p. 220) he devoted not so much as 
a paragraph to the tax. 

Dr. Shoup finds, on the basis of extant writings, 
that the complete Ricardian tax doctrine was set 
down in October and November of 1816, when 
the tax chapters were written. There is no written 
evidence that Ricardo had developed much of 
his doctrine before writing these chapters, and his 
parliamentary speeches (1819-1823) are remark- 
ably consistent with doctrines set forth in the 
Princiy.'°s. 

In evaluating Ricardo’s tax analysis, the author, 
on the negative side, points to such things as 
Ricardo’s not attempting to prescribe tax policy, 
even though he wrote during a depression, his 
confusion of the short- and long-run, and his 
lack of interest in distributive justice and the 
details of tax technique. On the positive side, 
he finds Ricardo chiefly interested in the broad 
economic effects of taxes on income distribution, 
capital accumulation, and the price level. In his 
words: “the student of Ricardian tax doctrine 
comes away with mingled feelings of gratification 
and disappointment” (p. 252). 

Since Ricardo’s Principles includes his com- 
plete tax doctrine, Dr. Shoup’s evaluation is in 
somewhat the same vein as that found in history 
of thought courses at the point where his Prin- 
ciples is taken up (see, for example, John Fred 
Bell, A History of Economic Thought [New York: 
Ronald Press, 1953], pp. 237-39). Of course, Dr. 
Shoup performs a service in treating exhaustively 
all the various sources and presenting a compre- 
hensive evaluation. 

The book will be particularly of value to 
students desiring to check on a specific point; 
a good index, essential for this purpose, is provided. 
Included is a bibliography covering eight pages. 

Cuartes E. Rarturr, Jr. 
Davidson College 


The Management of Corporate Capital. Edited by 
Ezra Solomon. Glencoe, Ill.: Free Press, 1959. 
Pp. 327. $7.50. 

During the past ten years, the problems of 
capital budgeting have received a very sub- 
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stantial amount of attention by both practi- 
tioners and theoreticians. Most of the more im- 
portant contributions in this area have appeared 
in periodicals. This book reprints some twenty-two 
of these articles. The choice of material is ex- 
cellent, with no major points of view being ex- 
cluded. 

The two principal problems of capital budget- 
ing are raeasuring the desirability of a proposed 
capital expenditure and having done this, applying 
a test to determine whether or not the project is 
sufficiently desirable to warrant the investment. 
Quite properly, a substantial part of the articles 
include are devoted to these two topics. 

The earlier-dated articles advocate the use of 
the discounted cash flow method for determining 
the relative desirability of proposed capital ex- 
penditures. The rates of return—the internal mar- 
gina! efficiency of capital—which discounts future 
cash flows to the amounts equal to the original 
investments provide the proper means for ranking 
investment proposals. This method is very 
effectively challenged by advocates of the present- 
value method of ranking projects, a procedure 
for which a strong theoretical base can be found 
in Irving Fisher’s “rate of return over cost.” Ap- 
plication of this method requires discounting 


future cash flows by a rate equivalent to the 
cost of capital and selecting those projects which 


have the highest present value per dollar of pres- 
ent investment. While several articles are included 
which attempt to reconcile the two methods, 
there seems little basis for questioning the theo- 
retical superiority of the latter. Having a choice 
between two projects, one with a higher internal 
rate of return but with a lower present value 
and a second with lower internal productivity but 
a higher present value, most likely because of 
its longer life, there seems little reason to forego 
the latter investment. Selection of the first can be 
justified only if it is assumed that equally high 
yielding projects will be available when the funds 
are ready to be reinvested. But if such projects are 
available at that time, raising additional capital 
at that time seems the appropriate means of ex- 
ploiting such opportunities. 

Either of these methods of measuring desir- 
ability of a capital investment require the use of 
a measurement of the “cost of capital.” The in- 
ternal rate of return from a project must be higher 
than the cost of capital in order to justify invest- 
ment in the project, or the future receipts dis- 
counted at a rate equal to the cost of capital must 
give a present value in excess of the present in- 
vestment required. On this there can be little dis- 
sent. On the meaning of cost of capital, however, 
we have “the most deep-seated conceptual prob- 
lem in capital budgeting today” (p. 198). One 
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set of problems centers around the proper method 
of measuring the cost of equity funds. Any method 
requires a sound theory of stock valuation. 
Many have been suggested, some in this book, 
but there are few who would suggest that the 
final answer has been found. Particularly unsatis- 
factory is the status of the concept of measuring 
the cost of that part of equity derived from re- 
tained earnings. Another problem centers around 
the question of whether or not the cost of capital 
is influenced by the form of the capital structure 
of the corporation. The view long held by corpo- 
rate finance specialists—both practical and aca- 
demic—that a judicious use of debt in the capital 
structure will reduce the cost of capital to the firm 
is strongly challenged but has by no means as 
yet been laid to rest. Unfortunately only two of 
the three very provocative articles on this sub- 
ject that appeared in the American Economic Re- 
view were available for inclusion in this book. 
Further, there is the problem as to whether the 
appropriate rate to be used in measuring the cost 
of capital is the lending rate or the borrowing 
rate. 

There are two articles in the section of the book 
entitled “General Solutions to Optimal Invest- 
ment Decisions.” They are not closely related but 
serve to indicate the diversity in approaches being 
used in an attempt to find a solution to the 
problem of capital expenditures. One of these 
articles is largely an extension of the discussion 
of the proper means of measuring the desirability 
of an investment, and might well have been in- 
cluded in the first section of the book. The other is 
an exploration into the application of linear pro- 
gramming to capital expenditures. Both are a 
long way from the point of providing business with 
much help for practical capital budgeting. 

The last section of the book, entitled “Special 
Aspects of Capital Measurement” (I suspect “man- 
agement” should be substituted for “measure- 
ment”) contains six articles of « more mundane 
character than those already noted. They are 
important, particularly to the business manager 
actively engaged in making capital expenditure 
decisions, and thus serve to round out the coverage 
of the book. But they raise no very serious theo- 
retical questions. 

I think a real service has been rendered in the 
publication of this book. In addition to the papers 
and the editor’s excellent introductory statement, 
there are included present value and annuity 
tables with discount rates ranging from 1% to 
40% for periods from 1 to 25 years. The discount 
rates found here are much more appropriate for 
capital budgeting decisions than those generally 
available. A rather complete bibliography is also 
included. Thus, in one place, there is made avail- 
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able to the student and practitioner of capital 
budgeting the “best” thought on the subject, as 
of the publication date, as well as useful working 
tools. There has been no definitive book covering 
the theoretical problems of capital budgeting and 
in light of the gaps in current developments, some 
of which have been noted above, I doubt if such 
a treatise could now be produced. In the meantime, 
there is enough in this volume both to provide help 
at the present and to point the way for further 
study. 
Joun B. McFerrin 
University of Florida 


The Steel Industry Wage Structure: A Study of 
the Joint Union-Management Job Evaluation 
Program in the Basic Steel Industry. By Jack 
Stieber. Cambridge, Mass.: Harvard Univer- 
sity Press, 1959. Pp. xxiii, 380. $8.00. 

This Wertheim publication in industrial re- 
lations is an excellent addition to that outstanding 
series. Mr. Stieber carefully describes and ana- 
lyzes the extraordinary negotiations in the steel 
industry which led to a national wage structure 
based upon job evaluation. 

Rationalization of the steel industry’s wage 
structure was difficult. When the program started 
collective bargaining itself was a new venture and 
rate setting as a management prerogative was not 
easily relinquished. Furthermore, unions have tra- 
ditionally feared job evaluation as a pseudo- 
scientific mystery. Obviously, however, something 
had to be done if sensible bargaining were to be 
conducted and if the unions were to accomplish 
anything except the processing of wage grievances. 
The War Labor Board’s 1944 decision in the basic 
steel dispute formed the basis for the bargaining 
which resulted in the present national structure. 

The book traces the history of the long and 
numerous negotiations which started in 1942. More 
than history is presented, however, for the author 
also analyzes the many problems involved. For 
the theorist there are the problems involved in 
regional wage differentials and their disappearance, 
and the influence of product market forces on an 
industrial wage structure. For the student of in- 
dustrial relations there is an exposition of the dif- 
ficulties of satisfying local union members when 
their jobs were already overpaid, and the other 
internal union and management problems arising 
from centralized bargaining. For the student of 
management there is light upon the problem of 
decentralized management for large corporations 
negotiating with a single union. Finally, the per- 
sonnel managers and industrial engineers may 
learn from the experiences of their fellows in steel, 
who bargained job evaluations instead of handing 
them down and who saw that in semiautomatic 
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factories the factor of responsibility has to be given 
more weight than skill. 

Although the steel industry’s present wage 
structure is good, there are still unsolved problems 
which the author clearly describes. Perhaps the 
most difficulty has arisen from the incentive sys- 
tems of wage payment. In fact, on incentive paid 
jobs the parties seem to have given up trying to 
reach agreement by negotiation and have resorted 
to arbitration with a case by case approach. In 
his analysis of the problems of incentive systems 
the author shows a real insight into both technical 
and personne! difficulties involved in such methods 
of remuneration. 

In his final chapter, Mr. Stieber not only sum- 
marizes his major findings but also adds three 
sections in which he points out the implications of 
his study for wage theory and for wage adminis- 
tration and gives suggestions for further research. 

There are sections of the book which perhaps 
give too many minor details, such as names and 
dates having little, if anything, to do with the 
story, and before the reader finishes the book he 
will find Elmer Maloy identified at least ten times. 
On the other hand, there are places where one 
unacquainted with the jargon of job evaluation 
might have difficulties. What, for example, is a 
“red-circled rate” to a historian or even an 
economic theorist? 

These, after all, are minor criticisms probably 
added merely to show that the reviewer has read 
the book carefully. There are no short-comings 
which detract from this valuable description and 
analysis of a landmark in industrial relations and 
collective bargaining. 

Frank T. pe Vrver 

Duke University 


Capital in Transportation, Communications, and 
Public Utilities: Its Formation and Financing. 
By Melville J. Ulmer. Princeton: Princeton 
University Press, 1960. Pp. xxxviii, 548. $12.00. 
This book has a familiar plot but new char- 
acters. Far from being a weakness, however, in 
this familiarity lies much of the book’s importance. 
As the fourth monograph in a comprehensive 
N.BE.R. empirical study of the economy the 
book adds strength to generalizations originating 
at least as long ago as Kuznets’ Secular Movements 
in Production and Prices (boston: Houghton 
Mifflin Co., 1930)? The regulated industries, as 


* The first three monographs (all published for 
the N.B.E.R. by the Princeton University Press) 
are: Leo Grebler, David Blank and Louis Winnick, 
Capital Formation in Residential Real Estate: 
Trends and Prospects (1956); Alvin 8. Tostlebe, 
Capital in Agriculture: Its Formation and Financ- 
ing since 1870 (1957), and Raymond Goldsmith, 
Financial Intermediaries in the American Econ- 
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well as others, exhibit retardation, long swings, 
and the same basic pattern of growth found to 
occur in other industries. 

In addition to its significance as a member of the 
N.B.E.R. sequence and as a member of the much 
larger group of empirical long-term studies of 
historical time series, the book constitutes a very 
significant study per se. On the score of data alone 
it is a significant contribution, for none of the 
series employed in this study were available in 
their entirety before. The data consist of annual 
series from 1870 to 1950 on gross capital formation, 
capital consumption, net capital formation, and 
value of plant and equipment in the regulated 
industries. Also included are annual series on out- 
put—in 1929 dollars—for the period 1880 to 1950. 
The regulated industries are treated as a whole 
and are also broken down into six components: (1) 
railroads, (2) electric light and power, (3) tele- 
phones, (4) local bus lines, (5) street and electric 
railways, and (6) all others. Statistical appendices 
occupy more space in the book than does the text. 

Because of the heterogeneity of the industries 
treated one of the most interesting features of 
the work is the different relative ages of those 
industries in the life-cycle analysis employed by 
Ulmer. At one extreme, annual changes in output 
and net capital formation in the telephone industry 
are still increasing at an increasing rate. At the 
other extreme, street and electric railways have al- 


omy since 1900 (1958). Yet to follow are studies 
of the secular trends in capital formation and 
financing in mining and manufacturing, in the 
governmental sector, and a summary of the entire 
series. 
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most completed the life cycle pattern. In this in- 
dustry net capital formation and annual changes in 
output have already reached their absolute maxi- 
mum negative values and are moving back up 
toward zero. The sector as a whole, and its other 
components, lie between these extremes. 

The one feature of the work which may pique 
some readers lies in the author’s treatment of long 
swings. These cycles are very clearly defined in 
the capital formation series and their importance 
is underscored in Kuznets’ excellent (and lengthy) 
preface. Yet these cycles are not evident in the 
output series (though these series if tested for 
conformity to long swings would yield positive 
results). Ulmer has here a first-class mystery 
though he does not seem to recognize it as such. 
There are a number of intriguing hypotheses 
which could account for the failure of the long 
swings in capital formation to appear distinctly in 
the output series (for example, offsetting long 
swings in capital output ratios). The author, how- 
ever, does not appear to be too interested in this 
mystery, though recognition of the deficiencies (p. 
152) of the data which prevent its easy solution 
may well have curbed any speculative tendencies. 

Ulmer’s book should be of value to all who are 
interested in economic development as well as 
those interested in the specific industries studies. 
Many will also be interested in its treatment of the 
financing of the regulated industries. The many 
areas to which it has relevance may overcome, to 
some degree at least, the sales resistance its price 
is bound to occasion. 

W. Davin 

Tulane University 
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THURSDAY, NOVEMBER 17, 1960 
5:00 P.M—Meeting of the Executive Committee 


FRIDAY, NOVEMBER 18, 1960 
Morning Sessions 


9:00 A.M—Seminar A: Our Changing Society 
Chairman: Milton 8S. Heath, University of North 
Carolina 
“The Population Problem: Yesterday, Today, 
Tomorrow,” Joseph J. Spengler, Duke Univer- 
sity 
“Neither Marxian Nor Marshallian: The Chang- 
ing Organization of Economic Activity,” Ernst 
W. Swanson, North Carolina State College 
Discussion: Joe 8. Floyd, Jr., University of North 
Carolina; W. Lee Hansen, University of Cali- 
fornia, Los Angeles; David McCord Wright, 
McGill University 
9:00 AM.—Seminar B: Development and Infla- 
tion in Latin-America 
Chairman: R. Murray Havens, University of Ala- 
bama 
“Economic Development and Inflation in Brazil,” 
Alexandre Kafka, University of Virginia 
“Development and Inflation in Chile,” Philip 
Glaessner, Organization of American States 
Discussion: Reynold E. Carlson, Vanderbilt Uni- 
versity; Pedro C. M. Teichert, University of 
Mississippi 
9:00 A.M—Seminar C: Improving the Practice of 
Marketing 
Chairman: Carrol Ehlers, Georgia State College 
“New Developments in Marketing Strategy,” 
Harry A. Lipson, University of Alabama 
Discussion: E. O. Dille, University of Tennessee ; 
Charles L. Quittmeyer, University of Virginia 
“Mathematical Concepts for Marketing,” Robert 
W. Rosen, University of South Carolina 
Discussion: W. T. Tucker, The University of 
Texas; G. M. diRoccaferrera, University of 
Florida 
10:00 A.M.—Seminar D: Management’s Responsi- 
bilities 
Chairman: Claude 8. George Jr., University of 
North Carolina 
“Maximum Profits as a Primary Objective,” 
R. I. Levin, University of North Carolina 
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Atlanta Biltmore Hotel, Atlanta, Georgia 
November 18 and 19, 1960 
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“Management’s Responsibility to Society,” J. K. 
Bailey, The University of Texas 
10:30 A.M.—Seminar E: Labor Economics 
Chairman: Frank T. deVyver, Duke University 
“The South as an Industrial Relations System,” 
James Crawford, Georgia State College 
Discussion: James C. Vadakin, University of 
Miami 
“Employment of Older Workers: The National 
Problem and a Regional Analysis,” Juanita M. 
Kreps, Duke University 
Discussion: Carter C. Osterbind, University of 
Florida 
“The Effects of the $1 Minimum Wage in 
Florida,” Marshall R. Colberg, Florida State 
University 
Discussion: John M. Peterson, University of 
Arkansas 
10:30 AM.—Seminar F: Monetary and Financial 
Theory 
Chairman: Homer Jones, Federal Reserve Bank of 
St. Louis 
“Financial Theory and Intermediaries: The Cur- 
rent Controversy,” John G. Gurley, The 
Brookings Institution and the University of 
Maryland 
“Monetary Stability and Full Employment,” 
Clarence E. Philbrook, University of North 
Carolina 
Discussion: William L. Miller, Auburn Univer- 
sity; Robert Solomon, Board of Governors of 
the Federal Reserve System 
10:30 A.M.—Seminar G: The Economic Approach 
to Politics 
Chairman: James M. Buchanan, University of Vir- 
ginia 
“An Economic Analysis of Political Choice,” 
Gordon Tullock, University of South Carolina 
“Economic Elements in Municipal Zoning De- 
cisions,” Otto A. Davis, Carnegie Institute of 
Technology 
“The Economic Approach to Politics,’ Bruno 
Leoni, University of Pavia and University of 
Virginia 
11:00 AM.—Seminar H: Economic Education 
Chairman: Willys R. Knight, Georgia State Col- 
lege 
“Emerging Economic Developments of the 
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South,” Stephen L. McDonald, Louisiana State 
University 
“The Meaning of These Developments for Eco- 
nomic Education,” Arnold Perry, University of 
North Carolina; Jim E. Reese, University of 
Oklahoma 


Luncheon Meetings 


12:30 P.M.—Marketing Luncheon. 
Chairman: The newly elected President, Atlanta 
Chapter, American Marketing Association 
Address: By W. F. O'Dell, President, American 
Marketing Association 

12:30 P.M—Management Luncheon 

Chairman: Claude 8S. George Jr., University of 
North Carolina 

Address: “Research in Management,” M. D. Kil- 
bridge, University of Chicago 


Afternoon Sessions 


2:00 P.M.—Seminar A: Aspects of Economic 
Growth 
Chairman: Ralph C. Hon, Southwestern at Mem- 
phis 
“Interregional Relations in Economic Fluctua- 
tions and Growth,” Benjamin Higgins, The 
University of Texas 
“Development, Profits, and the Bootstrap Prob- 
lem,” Clarence Danhof, Tulane University 
Discussion: Lewis N. Amis, Southwestern at 
Memphis; Robert Collins, University of Rich- 
mond 
2:00 P.M—Seminar B: Theory of the Firm and 
Corporation Finance 
Chairman: Richard H. Leftwich, Oklahoma State 
University 
“An Indifference Analysis of the Behavior of 
the Firm,” Edgar O. Edwards, The Rice In- 
stitute 
“A Dynamic Model of Corporate Finance,” 
Robin Marris, King’s College, Cambridge (Eng- 
land) and The University of Texas 
Discussion: Richard 8. Bower, Vanderbilt Uni- 
versity ; Louis A. Dow, University of Oklahoma 
2:00 P.M.—Seminar C: Academic Developments 
in Marketing 
Chairman: Stuart W. McFarland, Jacksonville 
University 
“Outlook for the Marketing Curriculum,” C. H. 
McGregor, University of North Carolina 
Discussions: William T. Hicks, University of 
Mississippi; Karl D. Reyer, Louisiana State 
University 
“Research Presentations” To be announced 
2:30 P.M.—Seminar D: Management Panel Dis- 
cussion 
Chairman: Claude 8. George Jr., University of 
North Carolina 
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“Educating 1980’s Managers,” 
R. E. Green, Georgia Institute of Technology 
W. E. Lane, Auburn University 
Chester F. Lay, Trinity University 
Joseph L. Massie, University of Kentucky 

2:30 P.M—Seminar E: Cotton Teztile History 

Chairman: Edward C. Williamson, Auburn Uni- 

versity 

“Attitudes of the Virginia Presidents Toward the 
Southern Cotton Textile Industry,” Richard 
W. Griffin, Auburn University 

“The Southern Cotton Textile Industry During 
Reconstruction and ‘Redemption,’ 1865-1880,” 
Gustavus G. Williamson, University of South 
Carolina 

“The Southern Cotton Textile Industry and 
the New Deal,” Jack Blicksilver, Georgia 
State College 

Discussion: Robert 8. Smith, Duke University 

3:30 P.M.—Seminar F: Interest Rates and Mone- 

tary Policy 

Chairman: Clark Warburton, Federal Deposit In- 

surance Corporation 

“Bank Rate, Discount Rate, and Other Interest 
Rates,” Joseph Aschheim, The Johns Hopkins 
University 

“Discount Theory and Policy in a Period of 
Tight Money,” Murray E. Polakoff, The Uni- 
versity of Texas . 

“Interest Rates in the Periphery and in the 
Center of Development,” George Macesich, 
Florida State University 

Discussion: Charles T. Taylor, Federal Reserve 
Bank of Atlanta; C. A. Matthews, University of 
Florida 
3:30 P.M—Seminar G: Public Finance 
Chairman: Howard G. Schaller, Tulane University 
“Income Taxation and Upper-Group Income 
Shares: Some Regional Comparisons,” Sey- 
mour 8. Goodman, Tulane University 

“The Subsidization of Industry by Local Com- 
munities in the South,” John E. Moes, Uni- 
versity of Virginia 

Discussion: Lowell D. Ashby, University of 
North Carolina; Werner Z. Hirsch, Washing- 
ton University 

3:30 P.M—Seminar H: Agricultural Economics 

Chairman: C. E. Bishop, North Carolina State 

College 
“The Significance of Human and Community 
Capital to Economic Development in the 
South,” Lee R. Martin, University of Arkansas 
“Capital Market Implications of Periodic Re- 
organization in Agriculture,” Quentin W. 
Lindsey, North Carolina State College 
Discussion: Ben T. Lanham, Jr., Auburn Univer- 
sity; J.S. Plaxico, Oklahoma State University ; 
James M. Stepp, Clemson College 
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6:00 P.M—Dinner Meeting of Officers, Editors, 
and Correspondents 


Evening Session 


8:00 P.M.—President’s Address 
Chairman: Joseph J. Spengler, Duke University 
“Are the Social Sciences Really Inferior?” Fritz 
Machlup, The Johns Hopkins University and 
Princeton University 
9:15 P.M—Annual Business Meeting 


SATURDAY, NovemBER 19, 1960 


7:30 A.M.—University of Virginia Breakfast 
8:30 A.M—Organizational Meeting: American Fi- 
nance Association, Southern Area Pro- 


gram 
Chairman: Lewis E. Davids, University of Georgia 
“The Administration of the Southern Area Fi- 
nance Program of the American Finance As- 
sociation” 
8:30 A.M—Seminar A: The Economics of Higher 
Education in the South 
Chairman: Werner Hochwald, Washington Univer- 


sity 
“The Ecouomic Status of the Academic Scholar 
in the South,” Peggy Heim, American Asso- 
ciation of University Professors 
“The Financing of Higher Education in the 
South,” Bernard F. Sliger, Louisiana State 
University 
Discussion: Paul T. Homan, Southern Methodist 
University; W. Nelson Peach, University of 
Oklahoma 
8:30 AM=—Seminar B: International Finance 
Chairman: Don D. Humphrey, Fletcher School of 
Law and Diplomacy 
“Floating Exchange Rates: Austria-Hungary be- 
fore 1892 and Canada since 1950,” Leland B. 
Yeager, University of Virginia 
“The Loan Policy of the Export-Import Bank,” 
Robert R. Dince, University of Georgia 
Discussion: J. Herbert Furth, Board of Gov- 
ernors of the Federal Reserve System; J. 
Carter Murphy, Washington University 
10:00 A.MM—Seminar C: Soviet Economics 
Chairman: Nicholas Georgescu-Roegen, Vander- 
bilt University 
“Social Insurance as a Tool of Economic Policy 
in the Soviet Union,” Gaston V. Rimlinger, 
The Rice Institute 
“Some Recent Developments in Soviet Capital 
Theory and Practice,” James H. Blackman, 
University of North Carolina 
‘ “The Relevance of the Soviet Industrial Model 
to Less Developed Economies,” Norton T. 
Dodge, University of Maryland 
Discussion: Webster Cash, Florida State Uni- 


versity; John Hardt, Operations Research 
Office, The Johns Hopkins University; Leon 
M. Herman, Library of Congress 
10:00 AM—Seminar D: Federal Debt Manage- 
ment 
Chairman: B. U. Ratchford, Federal Reserve Bank 
of Richmond 
“Counter-Cyclical Debt Management Re-ex- 
amined,” Thomas R. Beard, Louisiana State 
University 
“Toward a Definition of a Desirable Debt Struc- 
ture,” David I. Fand, Southern Methodist Uni- 
versity 
Discussion: Charls E. Walker, United States 
Treasury Department; Olin S. Pugh, Univer- 
sity of South Carolina 
10:00 A.M—Seminar E: Issues of Public Policy 
Chairman: John B. McFerrin, University of Florida 
“Payola, or The Capitalist’s Daughter,” Ronald 
Coase, University of Virginia 
“Political Economy and Medical Care for the 
Aged,” Rita R. Campbell, San José State Col- 
lege, and W. Glenn Campbell, The Hoover 
Institution 
Discussion: Jesse W. Markham, Princeton Uni- 
versity ; Rashi Fein, University of North Caro- 
lina 
DEATHS 


E. Karl McGinnis, emeritus professor of business 
law at the University of Texas, died on January 18, 
1960. 

Harry DeMerle Wolf, professor of economics at 
the University of North Carolina since 1928 and 
a member of the board of editors of this Journal 
from 1941 to 1957, died on June 8, 1960. 


APPOINTMENTS, PROMOTIONS, RESIGNATIONS 


Herschel M. Anderson, of the University of 
Illinois, has been appointed assistant professor of 
accovating at the University of Texas. 

R. Clifton Anderson, of Indiana University, has 
been appointed assistant professor of marketing 
at the University of Texas. 

Ruth I. Anderson, on leave as visiting professor 
at cndiana University during the 1959-1960 aca- 
demic year, has returned to her position as pro- 
fessor of business education at North Texas State 
College. 

Wesley Thomas Andrews has been appointed 
part-time instructor in business administration in 
the School of Business Administration, University 
of North Carolina, effective September 1960. 

Edward C. Atwood, Jr. has resigned as asso- 
ciate professor of economics at Washington and 
Lee University in order to accept a position in the 
Investor Relations Division of General Electric 
Company. 
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G. H. Aull, head of the Agricultural Economics 
Department at Clemson College, has become 
chairman of the board of the Charlotte Branch of 
the Federal Reserve Bank. 

Y. B. Awh, formerly a teaching assistant at the 
University of Florida, has been appointed assistant 
professor of economics at Nichols State College 
(La.). 

Eric N. Baklanoff has been transferred from the 
Department of Finance to the Departme_t of Eco- 
nomics at Louisiana State University. 

Leo I. Bakony, of Northwestern University, is 
assistant professor of economics at Southern 
Methodist University. 

Billy W. Balch has been appointed instructor 
in economics and business administration at Au- 
burn University. 

Mabel Baldwin, formerly of Mississippi College, 
has been appointed assistant professor of business 
education at Mississippi Southern College. 

David S. Ball has been appointed part-time in- 
structor in economics in the School of Business 
Administration, University of North Carolina, ef- 
fective September 1960. 

E. J. Ball has been promoted to professor of 
business administration, College of Business Ad- 
ministration, University of Arkansas. 

W. H. Baughn, professor of finance and asso- 
ciate dean of the College of Business Administra- 
tion at the University of Texas, went on leave from 
June 1960 to February 1961. He is in charge of a 
special study of the American Bankers’ Association 
to organize training programs in the commercial 
banking field. 

T. R. Beard, of Duke University, has been ap- 
pointed assistant professor of economics at Louisi- 
ana State University, beginning in February 196i. 

Donald R. Beason has been appointed instructor 
in economics and business administration at Au- 
burn University. 

Esther L. Beck, assistant professor of economics 
and business administration at Auburn University, 
has been granted a year’s leave of absence for 
graduate study at Indiana University. 

Earl D. Bennett, of Harvard University, has 
been appointed associate professor of accounting at 
the University of Texas. 

John P. Bigger, instructor in industrial manage- 
ment at the School of Industrial Management, 
Georgia Institute of Technology, has resigned to 
enter public accounting. 

Bill Bishop, formerly instructor in accounting 
at the University of Texas, has been appointed 
professor of accounting at Arlington State College 
(Texas). 

William L. Blachman, formerly at Southwestern 
Louisiana Institute, has been appointed assistant 
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professor of economics at Louisiana State Univer- 
sity in New Orleans. 

Calvin P. Blair, who has been on leave teaching 
at the University of Nuevo Leon in Monterrey, 
has returned to the University of Texas, where he 
has been promoted to associate professor. 

Charles Parrish Blitch has been appointed part- 
time instructor in economics in the School of 
Business Administration, University of North Caro- 
lina, effective September 1960. 

August C. Bolino has been promoted to asso- 
ciate professor of economics at Saint Louis Uni- 
versity. 

Julian Bolton was appointed instructor in indus- 
trial management at the School of Industrial Man- 
agement, Georgia Institute of Technology. 

Joseph M. Bonin, formerly at Louisiana State 
University in New Orleans, has been appointed 
associate professor of economics in the Depart- 
ment of Economics and Business Administration 
at Auburn University. 

David A. Bowers, formerly of Southern Meth- 
odist University, has been appointed graduate re- 
search assistant to the Southwestern Bell Tele- 
phone Company public utility economics research 
project for 1960-1961. 

Jess W. Brandon has been promoted to pro- 
fessor of accounting at the University of Miami. 

Robert E. Bray has been promoted to assistant 
professor of business finance at the University of 
Missouri. 

Maurice R. Brewster has resigned as director 
of the School of Industrial Management, Georgia 
Institute of Technology, in order to return to 
teaching and consulting. 

Bernard G. Brown has been appointed assistant 
professor in the Department of economics and 
Finance at the University of Houston, effective 
September 1960. 

Horace B. Brown, dean of the College of Busi- 
ness Administration, University of Oklohoma, has 
assumed the additional duties of financial vice 
president of that institution. 

J. E. Brown, formerly instructor of accounting, 
University of Florida, was appointed assistant pro- 
fessor of economics at the University of Washing- 
ton. 

Walter Buckingham, professor of industrial man- 
agement, has been appointed director of the School 
of Industrial Management, Georgia Institute of 
Technology. 

Robert L. Bunting, assistant professor of eco- 
nomics at North Carolina State College, has been 
given a year’s leave of absence in order that he 
might go to Chicago where he will take advantage 
of a research grant from the William Volker Fund. 

John L. Burge, assistant professor of economics 
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at Auburn University, resigned his position, ef- 
fective June 1, 1960. 

William Burnett has resigned as assistant pro- 
fessor of business administration at Mississippi 
Southern College to do further graduate work at 
New York University. 

David Burrough has been appointed part-time 
instructor of business at Little Rock University. 

Edwin L. Caldwell has been promoted to pro- 
fessor of economics at Baylor University. 

R. Woodrow Castle, formerly of East ‘Tennes- 
see State College, will join the faculty of South- 
east Missouri State College as associate professor 
of economics. 

J. E. Chace, formerly head of the Department 
of Real Estate, University of Florida, has been 
granted an extension of his leave of absence to 
serve on the faculty at the University of Arizona. 

Donald R. Childress, professor of finance at the 
University of Oklahoma, has accepted additional 
duties as associate dean of the College of Business 
Administration. 

Roger M. Clites has resigned from the Univer- 
sity of Richmond in order to work on his doc- 
toral degree at Wayne State University, where he 
has been awarded a National Defense Fellowship. 

Robert T. Collins, formerly of Auburn Univer- 
sity, has been appointed associate professor of 
economics at the University of Richmond. 

Dudley J. Cowden, professor of economic sta- 
tistics at the University of North Carolina, has 
been appointed visiting professor of economic sta- 
tistics in the Department of Economics and Busi- 
ness Administration, Duke University, for the aca- 
demic year 1960-1961. 

Eugene Crotty has been appointed assistant 
professor of accounting at the University of Miami. 

Henry M. Cunningham has been appointed as- 
sociate professor and assistant dean, School of 
Business Administration, Georgetown University. 

Lyndon B. Dawson has been appointed instruc- 
tor in marketing at Auburn University. He for- 
merly taught at Florence State College (Alabama). 

Ralph L. Day, assistant professor of marketing 
at the University of Texas, attended the Sta- 
tistics Seminar held at Williams College last sum- 
mer. 

Neil J. Dikeman has accepted an appointment 
as visiting assistant professor of marketing for the 
1960-61 academic year, College of Business Ad- 
ministration, University of Oklahoma. 

G. M. diRoccaferrera, associate professor of 
management, University of Florida, participated 
in the Economics-in-Action program at Case In- 
stitute of Technology, and held a fellowship with 
Beneficial Management Corporation under the 


College-Business Exchange program during the 
summer 1960 


NOTES 


Louis V. Dixon, who has been with the U. 8. 
Department of Agriculture, has joined the faculty 
at Mississippi Southern College as associate pro- 
fessor of economics. 

Donald Doty has been appointed associate pro- 
fessor of economics at Mississippi State Univer- 
sity. 

H. M. Douty, chief of the Division of Wages 
and Industrial Relations, Bureau of Labor Sta- 
tistics, U. S. Department of Labor, has been 
granted leave of absence to serve as visiting pro- 
fessor of economics at the University of Illinois 
during the second semester of the 1960-1961 aca- 
demic year. 

M. Nash Dunham was appointed instructor in 
industrial management at the School of Industrial 
Management, Georgia Institute of Technology. 

C. L. Dunn has been promoted to professor of 
accounting at Louisiana State University. 

J. D. Dunn, formerly of the University of Ala- 
bama, has been appointed assistant professor of 
business administration at Alabama College, ef- 
fective September 1960. 

Richard M. Duvall, of the University of North 
Carolina, joined the faculty of Duke University 
as instructor in the Department of Economics and 
Business Administration for the academic year 
1960-61. 

Carl T. Eakin, formerly at Notre Dame Uni- 
versity, has been appointed associate professor of 
marketing at the College of Business Administra- 
tion, University of Georgia. 

John Dillard Edwards has been appointed lec- 
turer in accounting in the School of Business Ad- 
ministration, University of North Carolina. 

John Eldridge, visiting professor of economics 
at Stetson University, retired at the end of the 
academic year 1960. 

Stephen Enke, of Yale University, is visiting 
professor of economics at Southern Methodist Uni- 
versity. 

Clyde L. Erwin has been appointed assistant 
professor of marketing at Auburn University. 

David I. Fand, associate professor of economics 
at Southern Methodist University, has been 
awarded a Ford Foundation Faculty Research 
Fellowship in Economic Development and Ad- 
ministration for the academic year 1960-1961. He 
has accepted an invitation to work with Herman 
Wold, Director of the University of Uppsala In- 
stitute of Statistics in Uppsala, Sweden. 

R. 8. Felton, of Indiana University, has been ap- 
pointed assistant professor of insurance at Louisi- 
ana State University. 

Russell Ferrington, assistant professor of ac- 
counting at Louisiana Polytechnic Institute, re- 
turned in September from a two-year leave of ab- 
sence to study at Michigan State University. 
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NOTES 


David R. Fitch has resigned as professor of 
business administration at Texas A. and M. Col- 
lege to accept an appointment as professor of fi- 
nance at North Texas State College, effective Sep- 
tember 1960. 

William A. Flinn has been promoted to asso- 
ciate professor of industrial management at the 
School of Industrial Management, Georgia In- 
stitute of Technology. 

Neil S. Foster, professor of marketing at Baylor 
University for 30 years, retired on May 31, 1960. 

Edgar W. Francisco, instructor in industrial man- 
agement at the School of Industrial Management, 
Georgia Institute of Technology, is on leave for 
graduate study at the School of Industrial Ad- 
ministration, Carnegie Institute of Technology. 

Charles B. Franklin, formerly at Florida State 
University, has been appointed assistant profes- 
sor in the Department of Economics and Business 
Administration at Auburn University. 

W. J. Frazer, Jr. has returned to his position as 
assistant professor of finance, University of Florida, 
after a one-year leave of absence to participate in 
the Institute of Basic Mathematics for Application 
to Business, the Ford Foundation program at 
Harvard University and Massachusetts Institute 
of Technology. 

W. R. Frazier has been appointed to the staff at 
Greensboro College (N. C.) where he is teaching 
courses in economics and business administration. 

Herbert Geyer, of the Frankfort University 
Statistical Center at Frankfort, Germany, is visit- 
ing professor of economics at Southern Methodist 
University. 

Edward L. Goebel, formerly with Indiana Uni- 
versity, has been appointed coordinator of short 
courses and conferences, with rank of instructor, 
at the College of Business Administration, Univer- 
sity of Georgia. 

Travis P. Goggans has accepted a half-time 
leave of absence from the Department of Account- 
ing, University of Oklahoma, to continue graduate 
work at that institution. 

Anne Gray has been appinted teaching fellow in 
economics at the University of North Carolina, 
effective September 1960. 

James L. Green, formerly with the Air Force 
Institute of Technology, Wright-Patterson Air 
Force Base, has been appointed professor of eco- 
nomics at the College of Business Administration, 
University of Georgia. 

Reynolds Griffith has been appointed part-time 
instructor of business at Little Rock University. 

Robert L. Grinaker, associate professor of ac- 
counting at the University of Texas, was on leave 
of absence during the summer of 1960 to work on 
the audit staff of Touche, Ross, Bailey and Smart 
in San Francisco. 
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David E. Guyton has retired as chairman of the 
Social Science Department at Blue Mountain Col- 
lege. 

Glenville Haldi was appointed instructor in in- 
dustrial management at the School of Industrial 
Management, Georgia Institute of Technology. 

T. P. Hall, instructor in industrial management 
at the School of Industrial Management, Georgia 
Institute of Technology, has resigned to enter pub- 
lic accounting. 

Frank A. Hanna, professor of economics at Duke 
University, has received a one-year appointment 
with the United Nations as an industrial statistics 
expert to the National Statistical Services of 
Greece, at Athens, Greece, effective during the aca- 
demic year 1960-61. 

Rolf Hayn, of the Department of Economics, 
University of Oklahoma, has been appointed Ok- 
lahoma correspondent for the Southern Economic 
Journal. 

Charles F. Haywood, professor of economics 
and banking at the University of Mississippi, was 
appointed provost of the University effective 
July 1, 1960. 

Victor C. Heck, professor and chairman of the 
Department of Economics at Mercer University, 
studied under a Ford Foundation faculty research 
fellowship at Vanderbilt University during the 
summer of 1960. 

Porter Henderson, of North Texas State College, 
has been awarded a grant by the Southern Fellow- 
ship Fund for graduate study at the University of 
Texas during the 1960-1961 academic year. 

W. J. Herman, formerly a teaching assistant in 
the Department of Finance, University of Florida, 
has become an instructor of business administra- 
tion at the University of South Florida. 

L. 8. Hiatt, formerly of the University of Ala- 
bama, has been appointed assistant professor of 
business administration at Alabama College, ef- 
fective September 1960. 

C. Addison Hickman, dean of the School of 
General Studies, North Carolina State College, has 
resigned to join the economics faculty at Southern 
Illinois University. 

H. 8. Hicks, of the University of Alabama, has 
been appointed assistant professor of management 
at Louisiana State University. 

William T. Hicks, chairman of the Department 
of Economics and Business Administration at the 
University of Mississippi, worked under a Ford 
Foundation grant with the Southern Case Writers 
Association during the summer months. 

Werner Z. Hirsch has returned to Washington 
University from a two-year leave of absence with 
Resources for the Future where he organized the 
first Conference on Regional Accounts to be held 
this fall on the campus of Washington University. 
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Richard Hruby has resigned as assistant pro- 
fessor of economics at Mississippi Southern Col- 
lege to do further graduate work at Clark Univer- 
sity. 

Don D. Humphrey, formerly of Duke Univer- 
sity, was appointed William L. Clayton professor of 
international economic affairs at the Fletcher 
School of Law and Diplomacy, Tufts University. 

Gary L. Hyde has been appointed teaching fel- 
low in economics at the University of North Caro- 
lina, effective September 1960. 

Boris Ischboldin al Bakri has been promoted 
to professor of economics at Saint Louis University. 

H. O. Jackson has been promoted to associate 
professor of accounting at Mississippi Southern 
College. 

Harold L. Johnson, associate professor of eco- 
nomics at the School of Business Administration, 
Emory University, is on leave for the 1960-61 aca- 
demic year studying under a Ford Foundation 
grant at Carnegie Institute of Technology. 

Bryce Jordan, who has been on leave of ab- 
sence for two years at the University of Alabama, 
has returned to Mississippi Southern College as as- 
sociate professor of business administration. 

Alexander Kafka has been promoted to pro- 
fessor of economics at the University of Virginia. 
He will be on leave during the fall term of 1960-61 
to serve in the United Nations Secretariat. 

Seymour Kaufman has been appointed associate 
professor of accounting in the School of Business 
Administration, Georgetown University. 

William B. Keeling, formerly with the School 
of Logistics, Wright-Patterson Air Force Base, has 
been appointed professor and director of the Bureau 
of Business Research at the College of Business Ad- 
ministration, University of Georgia. 

Randolph G. Kinabrew, professor of economics 
at the University of Mississippi, worked under 
Ford Foundation grant with the Southern Case 
Writers Association during the summer months. 

John, Kock has resigned from the staff at South- 
east Missouri State College to become professor 
and chairman of the Department of Business and 
Economics at Illinois College. 

Essit Kouri, Department of Economics, Okla- 
homa City University, has been granted a leave of 
absence for the academic year 1960-61 to pursue 
graduate work at the University of Arizona. 

Clifton H. Kreps has been promoted to Wa- 
chovia professor of banking in the School of Busi- 
ness Administration, University of North Carolina. 

Richard A. LaBarge has announced his resigna- 
tion from appointments as assistant professor of 
economics at Southern Methodist University and 
as Fulbright lecturer in economics at the University 
of Buenos Aires in order to accept a position as 
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financial analyst for the Central Office of the Ford 
Motor Company. 

William E. Laird, Jr. has been appointed as- 
sistant professor of economics at Florida State 
University. 

Grady Langford, Jr. has been promoted to assist- 
ant professor of economics at Baylor University. 

Raymond W. Lansford has been promoted to 
professor of marketing at the University of Mis- 
souri. 

Preston P. LeBreton has resigned as head of 
the Department of Management and Marketing 
at Louisiana State University to accept a position 
as executive officer of the Department of Manage- 
ment at the University of Washington. 

Bruno Leoni, of the University of Pavia (Italy), 
is distinguished visiting scholar at the Thomas 
Jefferson Center for Studies in Political Economy, 
University of Virginia, during the fall term of 1960- 
1961. 

Jack Lichte has been appointed assistant pro- 
fessor of business administration at Mississippi 
State University. 

Mary L. McCall has been appointed part-time 
instructor in business administration in the School 
of Business Administration, University of North 
Carolina, effective September 1960. 

Stephen L. McDonald has been transferred from 
the Department of Finance to the Department of 
Economics and appointed head of the Department 
of Economics at Louisiana State University. 

Joseph P. McKenna has been promoted to pro- 
fessor of economics at Saint Louis University. 

Bruce MecSparring has been appointed associate 
professor of business management at the Uni- 
versity of Oklahoma. 

Fritz Machlup lectured at eight different uni- 
versities in Germany, Switzerland, and France dur- 
ing January and February 1960. He has resigned 
his position as Hutzler professor of political econ- 
omy at The Johns Hopkins University to become 
Walker professor of economics and international 
finance at Princeton University. He has been 
elected first vice president of the American As- 
sociation of University Professors. 

Robert C. Manhart has returned to the Univer- 
sity of Missouri from a two-year leave of absence. 
He acted as advisor in the development of man- 
agement training in Korean universities. 

A. J. Marjenhoff, instructor in business ad- 
ministration at The Citadel, is on leave of absence 
to do graduate work at the University of North 
Carolina. 

F. Ray Marshall has been promoted to pro- 
fessor of economics at Louisiana State University. 

C. F. Martin has resigned as instructor in eco- 
nomics at Louisiana State University to accept 
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a position as assistant professor of economics at 
Agnes Scott College. 

Francis May has returned to the University 
of Texas after a leave of one semester at the Uni- 
versity of Minnesota. 

Morris Mayer has been appointed assistant pro- 
fessor of marketing at the University of Alabama, 
effective September 1960. 

W. T. Meek, professor of management and eco- 
nomics at Louisiana Polytechnic Institute, has re- 
turned from a year’s leave of absence as an ex- 
change professor at the University of Zulia, 
Maracaibo, Venezuela. 

Leon C. Megginson has been promoted to pro- 
fessor of management at Louisiana State Uni- 
versity. 

Jack Melitz is a postdoctoral fellow at the 
Thomas Jefferson Center for Studies in Political 
Economy, University of Virginia, in 1960-1961. 

Arthur C. Meyers, Jr. has been promoted to 
professor of economics at Saint Louis University. 

Raymond E. Miles, of North Texas State Col- 
lege, has been awarded a grant by the Southern 
Fellowship Fund for graduate study at Stanford 
University during the 1960-1961 academic year. 

R. O. Moen, professor of economics at North 
Carolina State College for 38 years, has retired. 

George Moss has been appointed associate 
professor of accounting at the University of Miami. 

John C. Murdock, professor of economics at the 
University of Missouri, has been granted a leave 
of absence for the 1960-1961 academic year to 
conduct research in urban economics on a fellow- 
ship granted by Community Studies, Inc. of Kan- 
sas City. 

J. Carter Murphy, assistant professor of eco- 
nomics at Washington University, will be visiting 
professor of economics at the Southern Methodist 
University during spring semester 1961. He has 
been appointed correspondent of the Southern 
Economic Journal for Missouri. 

Walter C. Neale, assistant professor of eco- 
nomics at the University of Texas, has been 
granted a leave of absence for 1960-61 to serve as a 
Senior Fulbright Lecturer at Punjab University, 
India. 

Luther P. Neeley, who has been doing graduate 
work at the University of Arkansas, was appointed 
professor of accounting at North Texas State Col- 
lege, effective September 1960. 

H. R. Neville, professor and director of Con- 
tinuing Education Services at Michigan State Uni- 
versity, has ben appointed visiting professor in the 
Department of Economics and Management and 
Marketing at Louisiana State University for the 
first semester of 1960-61. 
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William T. Newell, formerly instructor in man- 
agement at the University of Texas, has been ap- 
pointed assistant professor of management at the 
University of Washington. 

Eugene A. Nini, formerly at Lamar State College 
of Technology, has been appointed instructor of 
accounting at Louisiana State University in New 
Orleans. 

Warren Nutter, of the University of Virginia, 
has been awarded a Ford Foundation Faculty Re- 
search Fellowship for the academic year 1960-1961. 

Kenneth W. Olm, who was on leave during the 
summer of 1960 to participate in the Case Study 
Seminar at Harvard University, has been promoted 
to associate professor at the University of Texas. 

Bernard M. Olsen has returned to the faculty of 
North Carolina State College after a year’s leave 
of absence during which time he was visiting pro- 
fessor of economics on a Fulbright grant at Can- 
berra University College; visiting professor of eco- 
nomics at the University of Adelaide, and guest 
lecturer at the University of Melbourne and the 
University of Queensland in Australia. 

David J. Ott, of the University of Maryland 
and the Brookings Institution, was appointed as- 
sistant professor of economics at Southern Meth- 
odist University, effective September 1960. 

Burke Parsons has been promoted to professor 
of economics at Baylor University. 

Laura Patterson, assistant professor of secre- 
tarial science at McNeese State College, was on 
sabbatical leave for the summer of 1960 to do 
graduate work at the University of Texas. 

James P. Payne has been promoted to professor 
of economics at Louisiana State University. 

John E. Pearson, head of the Business Services 
Division at North Texas State College, spent the 
summer of 1960 at Stanford University on a Ford 
Foundation Study Grant. 

Guy Peden has returned to Mississippi State 
University as associate professor of business ad- 
ministration. 

Raymond F. Pelissier has been appointed di- 
rector of the School of Business Administration, 
Georgetown University. 

Armand Perrault, associate professor of business 
administration at McNeese State College, is serv- 
ing as moderator for the Conference on the Aging 
conducted by McNeese in cooperation with the 
Louisiana Commission on the Aging. 

I. James Pikl, assistant professor of economics 
at Southern Methodist University, was appointed 
research fellow, Inter-University Committee for 
Economic Research on the South, for the summer 
and fall semesters 1960-1961. 

Pearley M. Pratt, formerly assistant professor 
of marketing at the University of Texas, has been 
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appointed associate professor of marketing at 
Brigham Young University. 

William J. Proctor, professor of industrial 
management, has been appointed associate di- 
rector of the School of Industrial Management, 
Georgia Institute of Technology. 

Gene E. Rainey has been appointed assistant 
professor of social science at Harding College. 

Ira J. Rees has been appointed assistant pro- 
fessor of business administration at the College 
of Business Administration, University of Georgia. 

Isaac Newton Reynolds has been promoted to 
associate professor of accounting in the School 
of Business Administration, University of North 
Carolina. 

Wylma Reynolds, professor of secretarial sci- 
ence at McNeese State College, was on sabbatical 
leave for the summer of 1960 to do graduate work 
at Indiana University. 

A. A. Ring, professor of real estate, University 
of Florida, has become head of the Department 
of Real Estate at that institution. 

C. R. Roberts, chairman, Department of Eco- 
nomics, Oklahoma City University, retired in June 
1960. He has accepted a position with the De- 
partment of Economics, San Francisco State Col- 
lege, for the 1960-61 academic year. 

Kermit Roberts has been appointed assistant 
professor of accounting at the University of Miami. 

Leon H. Robertson, instructor in industrial 
management at the School of Industrial Manage- 
ment, Georgia Institute of Technology, has re- 
signed to enter public accounting. 

Clyde Robinson has been promoted to as- 
sociate professor of economics at Baylor Univer- 
sity. 

David M. Robinson has been appointed as- 
sistant professor of business administration at the 
University of Houston, effective September 1960. 

Charles E. Rockwood has been appointed in- 
structor in economics at Florida State University. 

Richard Rowan has been appointed part-time 
instructor in economics in the School of Business 
Administration, University of North Carolina, 
effective September 1960. 

Alek A. Rozental has been granted a leave of 
absence from Saint Louis University to serve as 
Tax Adviser in Laos for the International Co- 
operation Administration. 

James Rush has been appointed assistant pro- 
fessor of business administration at Mississippi 
State University. 

Girvin H. Sanderson has been appointed pro- 
fessor of marketing at Baylor University, effective 
September 1960. 

Lawrence Schkadde has been appointed as- 
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sistant professor of management at Southwestern 
Louisiana Institute. 

Henry H. Schloss has returned to Washington 
University from a year’s leave of absence in India 
where he served as Senior Fulbright Research 
Scholar with the University of Bombay. 

Martin Schnitzer, formerly of the University of 
Florida, has been appointed associate professor of 
business administration at Virginia Polytechnic 
Institute. 

Leon M. Schur has been transferred from the 
Department of Finance to the Department of 
Economics and promoted to associate professor of 
economics at Louisiana State University. 

G. T. Schwenning, emeritus professor of business 
administration of the University of North Caro- 
lina, has been reappointed visiting lecturer in the 
Department of Economics and Business Ad- 
ministration, Duke University, for the 1960-1961 
academic year. He is continuing to serve as man- 
aging editor of the Southern Economic Journal. 

Karl M. Scott has been promoted to professor 
of management in the School of Business at Wake 
Forest College. 

E. L. Shaner has resigned as instructor in man- 
agement and marketing at Louisiana State Uni- 
versity. 

Donald L. Shawver, professor of marketing at 
the University of Missouri, has returned from a 
year's leave of absence at Massachusetts Institute 
of Technology on a Ford Foundation fellowship. 

Rudolph Skandera has been appointed assistant 
professor of accounting at the College of Business 
Administration, University of Georgia. 

Alfred W. Slobusky has been appointed as- 
sistant instructor in economics at the University 
of Miami. 

Robert Smith, formerly of the University of 
Texas, has been appointed instructor of business 
administration at Ouachita College. 

Burnard Sord has returned to his position as 
associate professor of management at the Uni- 
versity of Texas after a year’s leave of absence to 
teach in Italy. 

John L. Southall, Jr. has been appointed in- 
structor in business administration at Lincoln Uni- 
versity, effective 1960. 

John 8. Spratt, professor of economics at South- 
ern Methodist University, has been appointed di- 
rector of the Economic and Business History Re- 
search Center soon to be established on the 
campus. 

Eugene E. Stanaland has been appointed in- 
structor in economics and business administration 
at Auburn University. 

Philip B. Stockton, assistant professor of busi- 
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ness administration at The Citadel, is on leave of 
absence to do graduate work in economics at the 
University of Virginia. 

Jane Sullivan, a recent graduate of Mississippi 
Southern College, has been appointed instructor 
in business administration at Mississippi College. 

Robert Boyce Sweeney has been appointed as- 
sistant professor of accounting at the University of 
Alabama, effective September 1960. 

Izumi Taniguchi has resigned from the staff 
at the University of Texas to become an assistant 
professor of economics at the University of Mis- 
souri. 

Amos E. Taylor has been promoted to professor 
of economics at American University. 

Wayne Tenney has resigned as assistant pro- 
fessor of accounting at the University of Texas 
to enter public practice. 

Herman P. Thomas, chairman of the Depart- 
ment of Economics, University of Richmond, was 
on sabbatical for the past semester. He was en- 
gaged in Workshop Virginia State Legislature 
making a study of how budget, tax, and finance 
bills are legislated. Also, he served as a member of 
the Special Tax Study Commission of the City 
of Richmond. 

R. B. Thompson, professor of marketing, Uni- 
versity of Florida, served as visiting professor at 
Florida State University during the summer 1960. 

J. N. Thornhill has resigned as instructor in 
economics at Louisiana State University to accept 
a position as assistant professor of economics at 
Louisiana Polytechnic Institute. 

Cecilia V. Tierney, formerly instructor in ac- 
counting at the University of Texas, has accepted 
a position with the American Institute of Certi- 
fied Public Accountants in New York City. 

Rollie Tillman has been appointed lecturer in 
marketing in the School of Business Administra- 
tion, University of North Carolina, effective Sep- 
tember 1960. 

Stella Traweek, assistant professor of statistics 
at the University of Texas, has retired after 22 
years of service. 

Vincent Tyndall has been promoted to assistant 
professor of business law at the University of Mis- 
souri. 

Rutledge Vining, of the University of Virginia, 
is visiting professor of economics at the Giannini 
Foundation, University of California (Berkeley), 
during the fall term of 1960-1961. 

Herbert von Beckerath, of North Carolina State 
College, retired at the end of the 1959-60 academic 
year. He has been appointed guest lecturer in eco- 
nomics at the University of Puerto Rico for one 
year. 

Noal} Warren, professor of industrial manage- 
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ment at the School of Industrial Management, 
Georgia Institute of Technology, has retired. 

Martin Wehling, on leave of absence for one 
year doing graduate work at the University of 
Alabama, has returned to Mississippi Southern Col- 
lege as assistant professor of business administra- 
tion. 

Rhea Horace West, Jr., formerly with Massa- 
chusetts Institute of Technology, has been ap- 
pointed associate professor of economics at the 
College of Business Administration, University of 
Georgia. 

James F. Whitney, of The Citadel, has been on 
a year’s leave of absence at the University of 
North Carolina to obtain a Masters degree. In 
September he returned to The Citadel as assistant 
professor of business administration. 

John P. Wilcox has been promoted to associate 
professor of economics at the University of Miami. 
During the summer of 1960 he was a participant at 
the Tenth Annual Forum on Finance held in 
New York City. 

William G. Wilcox has been appointed chair- 
man of the Social Science Department at Blue 
Mountain College. 

Martha Ruth Willms, of Oklahoma State Uni- 
versity, has been appointed instructor in secre- 
tarial science at Louisiana State University in New 
Orleans. 

H. L. Wilson, assistant professor of accounting 
at the University of Miami, retired at the end of 
the academic year 1960. 

Mervyn W. Wingfield, of the. University of 
Illinois, has been appointed assistant professor of 
accounting at the University of Richmond. 

Jack 8. Wolf, of Washington University, has 
been appointed associate professor of manage- 
ment and marketing at Louisiana State University. 

Shirley F. Woodell has been appointed lecturer 
in residence at the School of Business Administra- 
tion, University of North Carolina, effective Sep- 
tember 1960. 

Samuel M. Woolsey was appointed chairman of 
the Department of Accounting, University of 
Houston, effective September 1960. 

June Mary Zaccone has been appointed part- 
time instructor in economics in the School of Busi- 
ness Administration, University of North Carolina, 
effective September 1960. 

Ervin K. Zingler, professor of economics and 
finance at the University of Houston, served as 
visiting professor of economics at Vanderbilt Uni- 
versity during the past summer. 

Wilhelmina Zukowska has been promoted to 
assistant professor of accounting at the University 
of Miami. 
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NEW MEMBERS 


The following names have been added to the 
membership of the Southern Economic Associa- 
tion: 

Joseph Aschheim, Department of Political Econ- 
omy, The Johns Hopkins University, Balti- 
more 18, Md. 

Solomon Barkin, Textile Workers Union of Amer- 
ica, 99 University Place, New York 3, N. Y. 


Gary L. Damkoehler, Box 4128, University, Ala. 

Earl F. Davis, Box 2358, University, Ala. 

Robert R. Dince, College of Business Administra- 
tion, University of Georgia, Athens, Ga. 

Charles Guy, Box 5089, University, Ala. 

John T. Hedges, Oklahoma City University, Okla- 
homa City 6, Okla. 

Glenn A. Scott, University of Mis:ni, Coral Gables, 
Fla. 
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Kirzner, Israel M. The Economic Point of View. 
Princeton, N. J.: D. Van Nostrand Company, 
1960. Pp. xv, 228. $5.50. 

Knight, Frank H. Intelligence and Democratic 
Action. Cambridge, Mass.: Harvard University 
Press, 1960. Pp. vi, 177. $3.75. 

Knight, Robert Edward Lee. Industrial Relations 
in the San Francisco Bay Area, 1900-1918. 
Berkeley, Calif.: University of California 
Press, 1960. Pp. x, 463. $6.50. 

Leibenstein, Harvey. Economic Theory and Or- 
ganizational Analysis. New York: Harper & 
Brothers, 1960. Pp. x, 349. $6.00. 

Long, Clarence D. Wages and Earnings in the 
United States, 1860-1890. Princeton, N. J.: 
Princeton University Press, 1960. Pp. xvii, 169. 
$4.00. 

McConnell, Campbell R. Elementary Economics: 
Principles, Problems, and Policies. New York: 
McGraw-Hill Book Company, 1960. Pp. viii, 
759. $6.95. 

McNaughton, Wayne L. Introduction to Business 


BOOKS RECEIVED 


Enterprise. New York: John Wiley & Sons, 
1960. Pp. x, 538. $6.25. 

Macaulay, Hough Holleman, Jr. Fringe Benefits 
and Their Federal Tax Treatment. New York: 
Columbia University Press, 1959. Pp. x, 246. 
$6.50. 

Martin, David Dale. Mergers and the Clayton 
Act. Berkeley, Calif.: University of California 
Press, 1959. Pp. xii, 351. $6.00. 

Martin, Roscoe C. and others. River Basin Ad- 
ministration and the Delaware. Syracuse, 
N. Y.: Syracuse University Press, 1960. Pp. 
xii, 390. $5.00. 

Martin, Roscoe C. Water for New York: A Study 
in State Administration of Water Resources. 
New York: Syracuse University Press, 1960. 
Pp. viii, 264. $5.00. 

Massie, Joseph L. Blazer and Ashland Oil: A Study 
in Management. Lexington, Ky.: University 
of Kentucky Press, 1960. Pp. xiv, 253. $5.00. 

Morse, Elsa Peters. The Key to World Peace and 
Plenty. San Francisco, Calif.: Summit Press, 
1960. Pp. 96. Paper, $2.00. 

Myrdal, Gunnar. Beyond the Welfare State. New 
Haven, Conn.: Yale University Press, 1960. 
Pp. xiii, 287. $4.50. 

Papanek, Gustav F. Framing a Development Pro- 
gram. New York: Carnegie Endowment for 
International Peace, 1960. Pp. 65. Paper, 35¢. 

Pelling, Henry. American Labor. Chicago, Ill.: Uni- 
versity of Chicago Press, 1960. Pp. vi, 247. 
$5.00. 

Pessemier, Edgar A. The Management of Grocery 
Inventories in Supermarkets. Pullman, Wash.: 
Bureau of Economic and Business Research, 
State College of Washington, 1960. Pp. viii, 
192. Paper, $2.00. 

Poston, Charles F. Restricted Stock Options for 
Management. Chapel Hill, N. C.: School of 
Business Administration, University of North 
Carolina, 1960. Pp. xv, 83. Paper, $1.50. 

Powelson, John P. National Income and Flow-of- 
Funds Analysis. New York: McGraw-Hill 
Book Company, 1960. Pp. xi, 550. $7.95. 

Prest, A. R. Public Finance in Theory and Prac- 
tice. Chicago, Ill.: Quadrangle Books, 1960. 
Pp. 408. $7.50. 

Ramanadham, V. V. Problems of Public Enter- 
prise: Thoughts on British Experience. Chi- 
cago, Ill.: Quadrangle Books, 1960. Pp. 176. 
$4.75. 

Rhein, Eberhard. Méglichkeiten und Probleme Sta- 
atlicher Investitionsplanung in der Markt- 
wirtschaft. Kéln und Opladen, Germany: 
Westdeutscher Verlag, 1960. Pp. 171. DM 18. 

Robinson, Austin (ed.). The Economic Conse- 

quences of the Size of Nations. New York: St. 

Martin’s Press, 1960. Pp. xxii, 447. $10.00. 
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Robinson, Roland I. and others. Financial Institu- 
tions. 3rd ed. Homewood, Ill.: Richard D. 
Irwin, 1960. Pp. xix, 729. $7.50. 

Ross, Arthur M. and Hartman, Paul T. Changing 
Patterns of Industrial Conflict. New York: 
John Wiley & Sons, 1960. Pp. x, 220. $6.50. 

Schelling, Thomas C. The Strategy of Conflict. 
Cambridge, Mass.: Harvard University Press, 
1960. Pp. vii, 309. $6.25. 

Schlesinger, James R. The Political Economy of 
National Security: A Study of the Economic 
Aspects of the Contemporary Power Struggle. 
New York: Frederick A. Praeger, 1960. Pp. 
vii, 292. $5.00. 

Siegel, Sidney and Fouraker, Lawrence E. Bargain- 
ing and Group Decision Making: Exzperi- 
ments in Bilateral Monopoly. New York: 

McGraw-Hill Book Company, 1960. Pp. x, 132. 
$4.90. 

Simmons-Boardman World Atlas. New York: 
Simmons-Boardman Books, 1960. Pp. viii, 112. 
$2.75. 

Singletary, Otis A. The Mexican War. Chicago, Ill.: 
University of Chicago Press, 1960. Pp. vii, 
181. $3.75. 

Small Orders: Problems and Solutions. New York: 
National Industrial Conference Board, 1960. 
Pp. 36. Paper, $2.00 (Associates) ; $10.00 (non- 
Associates). 

Spiegel, Henry W. The Rise of American Economic 
Thought. Philadelphia, Pa.: Chilton Company, 
1960. Pp. ix, 202. $5.00. 

Spriegel, William R. Principles of Business Or- 
ganization and Operation. 3rd ed. New York: 
Prentice-Hall, 1960. Pp. xv, 592. $10.60. 

Sraffa, Piero. Production of Commodities by Means 
of Commodities: Prelude to a Critique of Eco- 
nomic Theory. New York: Cambridge Uni- 
versity Press, 1960. Pp. xii, 99. $2.50. 

Statistics of Manufacturing Industries: Chemicals 
and Allied Products: I. New York: National 
Industrial Conference Board, 1960. Pp. 52. Pa- 
per, $2.50 (Associates); $1250 (non-Associ- 
ates). 

Stepanek, Joseph E. Small Industry Advisory Serv- 
ices: An International Study. Glencoe, IIL: 
Free Press, 1960. Pp. xiii, 193. $6.00. 

Stock, Walter. Die Investitionspolitik. Koln und 


QOpladen, Germany. Westdeutscher Verlag, 
1960. Pp. 222. DM 22. 

Strauss, George and Sayles, Leonard R. Personnel: 
The Human Problems of Management. Engle- 
wood Cliffs, N. J.: Prentice-Hall, 1960. Pp. 
xvii, 750. 

Suchestow, Marcel. The Changed Structure: A 
Different Picture of the Monetary Economy. 
Winterthur, Switzerland: P. G. Keller, 1960. 
Pp. 174. 

Trescott, Paul B. Money, Banking, and Economic 
Welfare. New York: McGraw-Hill Book Com- 
pany, 1960. Pp. xii, 578. $7.50. 

Triffin, Robert. Gold and the Dollar Crisis. New 
Haven, Conn.: Yale University Press, 1960. Pp. 
xiii, 195. $4.75. 

Tyree, Donald A. The Small-Loan Industry in 
Tezas. Auston, Tex.: Bureau of Business Re- 
search, University of Texas, 1960. Pp. ix, 147. 
$3.50. 

United Nations. Commodity Survey, 1959. New 
York: Columbia University Press, 1960. Pp. 
xiv, 188. Paper, $2.50. 

Vance, Stanley. Management Decision Simulation. 
New York: McGraw-Hill Book Company, 
1960. Pp. vii, 56. Paper, $3.75. 

Von Beckerath, Gerhard. Ordnungspolitik in der 
Montanunion: Erlautert am Beispiel der Koh- 
lenwirtschaft. Kéln und Opladen, Germany: 
Westdeutscher Verlag, 1960. Pp. 125. DM 
13,50. 

Von Mises, Ludwig. Epistemological Problems of 
Economics. Princeton, N. J.: D. Van Nostrand 
Company, 1960. Pp. xxiii, 239. $5.50. 

Water and Economic Growth: A Study of Alabama 
and the Southeast. University, Ala.: Alabama 
Business Research Council, 1960. Pp. ix, 45. 
Paper, $1.00. 

Weimer, Arthur M. and Hoyt, Homer. Principles 
of Real Estate. 4th ed. New York: Ronald 
Press Company, 1960. Pp. vi, 716. $7.50. 

Witney, Fred. Indiana Labor Relations Law. 
Bloomington, Ind.: Bureau of Business Re- 
search, Indiana University, 1960. Pp. xii, 123. 
$3.95. 

Wolf, Charles, Jr. Foreign Aid: Theory and Prac- 
tice in Southern Asia. Princeton, N. J.: Prince- 
ton University Press, 1960. Pp. xix, 442. $7.50. 
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NORTH-HOLLAND BOOKS 


published iB recently 


Economic Forecasts and Policy, by H. Theil ‘} 
xxviii + 565 pp. f 50.— ($ 13.35) 


Planning in Norway 1947-1956, by Petter Jakob Bjerve 
xx + 384 pp. f 35.— ($ 9.25) 


A Time Series Analysis of Interindustry Demands 
by Kenneth J. Arrow and Marvin Hoffenberg 
x +289 pp. f 27.50 ($ 7.25) 


The Logic of Investment Planning, by s. Chakravarty 
xii+ 170 pp. f 15— ($ 4.00) 


Impact Multipliers and Dynamic Properties of the | 
Klein-Goldberger Model, by Arthur S. Goldberger | 
viii+138 pp.  f15— ($ 4.00) | 


Theory and Policy of Accounting Prices, by A. Qayum 
xii +170 pp. f 13.25 ($ 3.50) 


A Multi-Sectoral Study of Economic Growth, by Leif Johansen 
x+177 pp. many tables f 17— ($ 4.50) 


Jan Tinbergen - Selected Papers 
xii + 318 pp. f 30.— ($ 8.00) 


Income Tax Exemptions, by Michael E. Levy 
xii + 143 pp. 19 ill. f 15.— ($ 4.00) 


Industrial Pricing Policies, by B. Fog 
viii + 229 pp. f 17.50 ($ 4.75) 


Descriptive folders available at the publishers 
Ask your bookseller or write directly to 


NORTH-HOLLAND PUBLISHING COMPANY. 
P. O. BOX 103 - AMSTERDAM i 


When you write to our advertisers, please ti b E 
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Books from Chapel Hill 


Essays on Economics and Econometrics 
A Volume in Honor of Harold Hotelling 


edited by Ralph W. Pfouts, University of North Carolina 


Ten distinguished essays in the fields of the mathematics of optimization, the theory of 
utility and demand, economic dynamics, the Edgeworth taxation paradox, and econometric 
methods. The contributors: Paul A. Samuelson, Kenneth J. Arrow and Leonid Hurwicz, 
Gerhard Tintner, Ralph W. Pfouts, Milton Friedman, Harold T. Davis, William Vickrey, 
Charles E. Ferguson, Ragnar Frisch, and Lawrence R. Klein. A bibliography of Harold 
Hotelling is also included. $7.50 


The Power of the Purse 


by E. James Ferguson, University of Maryland 


Based on contemporary sources, this is the first thorough treatment of American public 
finance from 1776 to 1790. Full statistics on the ownership of public securities afford a 
factual background to the current controversial economic interpretation of the Constitu- 
tion; the Hamiltonian funding program is re-examined and reappraised. Published for the 
Institute of Early American History and Culture. December $7.50 


Fiscal Theory and Political Economy 


by James M. Buchanan, University of Virginia 


Eight interrelated essays which emphasize the central role of collective decision-making in 
fiscal theory as well as the methodological setting in which positive propositions in fiscal 
theory are developed. The longest essay presents the first modern survey and interpretation 
of the whole Italian contribution to the integration of economic theory and political theory. 


$5.00 


Southern Tradition and Regional Progress 


by William H. Nicholls, Vanderbilt University 
“One of the most important books about the South . . . in decades.”—Baltimore Sun. $5.00 


THE UNIVERSITY OF NORTH CAROLINA PRESS 


When you write to our advertisers, please mention The Southern Economic Journal 
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IN 1961, 
LOOK FOR 3 IMPORTANT 
NEW MACMILLAN TEXTS: 


PRINCIPLES OF FINANCIAL ANALYSIS 
By ROBERT H. WESSEL, University of Cincinnati 


This basic text for beginning finance courses presents an up-to-date cover- 
age of the information and techniques needed by the financial manager. 
Short, clear-cut cases follow each chapter and provide opportunity for real- 
istic application of principles. Especially notable are the treatments of 
security markets and lease-financing. 


PRINCIPLES OF INDUSTRIAL MANAGEMENT 
CASE BOOK 
By RAYMOND J. ZIEGLER, University of Illinois 


Presenting the latest advances in management practices, this case book 
meets the need for short cases at the beginning level. There are ten sections, 
each consisting of nine or ten cases. The first five sections provide an exhaus- 
tive treatment of general industrial management principles—planning, 
organizing, staffing, directing, and controlling—while the final sections 
thoroughly examine relevant technical and specialized activities. An instruc- 
tor’s manual accompanies the text. 


PHYSICAL DISTRIBUTION MANAGEMENT: 
THE LOGISTICS PROBLEM 
By EDWARD W. SMYKAY, FRANCES H. MOSSMAN, and DONALD 
J. BOWERSOX, Michigan State University 

This text for modern marketing courses bridges the gap between market- 
ing and transportation by relating physical flow aspects of marketing goods 
to the traditional role of transportation. Problem-solving techniques with 
relatively simple mathematical content are developed and applied to prob- 
lems of plant location, warehouse locations, and inventory flows. 


The Macmillan Company 


60 FIFTH AVENUE, NEW YORK 11, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 
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Mill on the Dan 
A History of Dan River Mills, 1882-1950 


by Robert Sidney Smith 


This history of the manufacturer of nationally advertised fabrics has been written almost 
exclusively from company records—directors’ minutes, audit reports, official correspondence, 
production and payroll records, and other sources which afford an intimate picture of the 
men and methods contributing to the firm’s growth. $12.50 


State Income Differentials, 1919-1954 
by Frank A Hanna 


“Economists, social scientists, and others doing research on per capita income or economic 
development will welcome this much-needed analytical work on state per capita income 


differentials.” —The Southern Economic Journal $7.60 
Corporate Earning Power and Market Valuation, 
1935-1955 


by Sidney Cottle and Tate Whitman 


“Investment analysts should strike pay dirt in this well conceived statistical study. Corpo- 
rate management, too, should find it a helpful yardstick to appraise the record of their firm 
and industry.”—Wall Street Journal $12.50 


Canadian Economic Thought, 1814-1914 
The Political Economy of a Developing Nation 


by Craufurd D. W. Goodwin 


“An exceedingly useful contribution to the subject ...a well organised, readable, pains- 
taking account of an important but badly neglected area of Canadian economics.”—W. T. 
Easterbrook. A Duke University Commonwealth-Studies Center Publication. $7.50 


Tradition, Values, and Socio-Economic Development 


edited by Ralph Braibanti and Joseph J. Spengler 

Bert F. Hoselitz, Wilbert E. Moore, Melville J. Herskovits, I. H. Qureshi, John D. Mont- 
gomery, Mason Wade and the editors explore the effect of tradition and values on moderniza- 
tion in selected Commonwealth countries. A Duke University Commonwealth-Studies Center 
Publication. $6.00 


The American Economic Impact on Canada 


by Hugh G. J. Aitken and others 


“These monographs . . . destroy so many false conceptions held by Canadians and clarify 
so many aspects of Canadian-American economic relations that they deserve to be read by 
all North Americans of goodwill. . . . This is a distinguished book.”—Journal of Economic 
History. A Duke University Commonwealth-Studies Center Publication. $4.60 


DUKE UNIVERSITY PRESS, DURHAM, N. C. 


When you write to our advertisers, please mention The Southern Economic Journal 
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KNOW-HOW 
IN EFFECTIVE COMMUNICATION 


COMMUNICATION IN 


BUSINESS AND INDUSTRY 


William M. Schutte, and Erwin R. Steinberg, 
Carnegie Institute of Techology 


“T find this an extraordinarily intelligent presentation: I 
particularly appreciate the lavish use of case material of both 
good and bad quality, for this calls thought, discrimination, 
and conscious judgment into play on the part of the student. 
This is a really ‘modern’ text, with all the proper implications. 
Herbert Prescott, Grinnell College 


1960, 410 pp., $4.75 


” 


SALESMANSHIP: MODERN 
VIEWPOINTS ON PERSONAL COMMUNICATION 


Steven J. Shaw, Univ. of South Carolina 
Joseph W. Thompson, Michigan State Univ. 


Seventy-two recently published articles cover: 
®@ Concepts of psychology and sociology useful in 
communicating with prospects. 

@ The status of salesmen and some practical ideas in industrial, 
detail, and insurance selling. 

@ Specific sales problems—mainly the technique of selling 
against competition. 


1960, 432 pp., $4.25 


Hott, RINEHART 
AND WINSTON, INC. 


383 Madison Avenue, New York 17, New York 


When you write to our advertisers, please mention The Southern Economic Journal 
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Outstanding McGRAW-HILL Books 


BRYCE—INDUSTRIAL DEVELOPMENT: A Guide for Ac- 
celerating Economic Growth. $7.50. 


CARTER and SNAVELY — INTERMEDIATE ECONOMIC 
ANALYSIS. Ready in March 1961. 


CLENDININ—INTRODUCTION TO INVESTMENTS. New 
Third Edition. 689 pages, $7.50. 


DERNBURG and McDOUGALL—MACRO-ECONOMICS: The 
Measurement, Analysis, and Control of Aggregate Economic Activ- 
ity. 267 pages, $6.50. 


FELLNER—MODERN ECONOMIC ANALYSIS. 459 pages, $7.50. 


HAINES—MONEY, PRICES, AND POLICY. Ready in January 
1961. 


HANSEN—ECONOMIC ISSUES OF THE 1960's. Ready in No- 


vember. 


HARRIS—AMERICAN ECONOMIC HISTORY. Ready in Jan- 
uary 1961. 


JOHNSTON—STATISTICAL COST ANALYSIS. 197 pages, $6.75. 
KATONA—THE POWERFUL CONSUMER. 276 pages, $6.50. 
McCONNELL—ELEMENTARY ECONOMICS: Principles, Prob- 


lems, and Policies. 759 pages, $6.95. 


SMITH and ASHBURNE—FINANCIAL AND ADMINISTRA- 
TIVE ACCOUNTING. 656 pages, $8.50. 


SIEGEL and FOURAKER—BARGAINING AND GROUP DE- 
CISION MAKING. 132 pages, $4.90. 


TRESCOTT—MONEY, BANKING, AND ECONOMIC WEL- 
FARE. 587 pages, $7.50. 


McGraw-Hill Book Company, Inc. 
ON APPROVAL 330 West 42nd Street New York 36, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 
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I ntegration and C ompetition 


in the Petroleum Industry 


sy Mexvin G. pe Caazeau AND A.rrep E. Kaun. For the first time an attempt is 
made to assess the impact of the gigantic size and integrated structure of the major 
participants in the U.S. petroleum industry upon the effectiveness of its competi- 
tive performance at each level of its operations. Volume 3 in the Petroleum Mono- 
graph Series. 


** A blockbuster of a book . . . an indispensable education on the fine points of today’s 
oil industry.”” —NATIONAL PETROLEUM NEWS 


‘* This book should be on the‘ must list’ of everyone connected with or seriously interested 
in the economics of the oil industry.”’ —SOUTH TEXAS LAW JOURNAL 


Gold and the Dollar Crisis 


sy Ropert Trirrin. Mr. Triffin’s proposals are revolutionizing the critical debate 
on international monetary policy. Here are the reforms which he believes are 
necessary if we are to ward off the threatening collapse of the dollar and restore a 
sound and viable system of international payments. Professor Triffin is one of the 
main architects of the European Payments Union. 


brilliant economist who... meets his problems head-on and produces a detailed 
solution—in language understood by laymen.” ~—HOUSTON CHRONICLE 


Beyond the Welfare State 


spy Gunnar Myrpat. A distinguished Swedish economist and statesman, the 
H former Secretary of the United Nations Economic Committee for Europe, Gunnar 
Myrdal analyzes the development of national economic planning in the United 
States and the Western nations, its impact on international relations, and its 
critical implications for the future. 


** There is much here to enrich our ean stimulate our further pondering 
about the human condition—and prospects—in the broad and vital area where economics 
and politics interpenetrate.”” —Edwin G. Nourse, WASHINGTON POST 


$4.50 


YALE UNIVERSITY PRESS e NEW HAVEN, CONNECTICUT 
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METHODS OF REGIONAL ANALYSIS 


An Introduction to Regional Science 
By Waxter Isarp, University of Pennsylvania. In association with Davin 
F. Geratp A. P. Carrotuers, Joun H. 
Leon N. Moses, Danrext O. Price, amd Evcenr W. Scnoorer. A 
Technology Press Book, M.1.T. 1960. 784 pages. $9.50. 


SAMPLE DESIGN IN BUSINESS RESEARCH 
By W. Epwarps Demine, New York University. 1960. 517 pages. $12.00. 


CHANGING PATTERNS OF INDUSTRIAL CONFLICT 
By Artuur M. Ross and Paut T. Hartman, both of the University of 
California, Berkeley. 1960. 220 pages. $6.50. 


EXPLORATION IN MANAGEMENT 
By Witrrep Brown, Glacier Metal Company, London, England. 1960. In 
press. 


THE THEORY OF THE GROWTH OF THE FIRM 
By Eprrn Titton Penrose, The Johns Hopkins University. 1960. 272 pages. 
$6.00. 


LABOR AND TRADE UNIONISM 


An Interdisciplinary Reader 
Edited by Water GALENSON and SeyMouR Martin Lipset, both of the 
University of California, Berkeley. 1960. 379 pages. $6.50. 


DYNAMIC PROGRAMMING AND MARKOV PROCESSES 
By Ronatp A. Howarp, M.I.T. A Technology Press Book, M.I.T. 
1960. 136 pages. $5.75. 


Send for examination copies. 
JOHN WILEY & SONS, Inc. 
440 Park Avenue South, New York 16, N.Y. 


When you write to our advertisers, please mention The Southern Economic Journal 
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Announcing a unique new public policy- 
oriented text, dealing with the 
challenge of the underdeveloped world 
and the crucial role of the United States... 


ECONOMIC 
DEVELOPMENT: 


THE UNDERDEVELOPED WORLD 
AND THE AMERICAN INTEREST 


by Walter Krause, Professor of Economics, 
Iowa State University 


Here is a public policy approach to development in the underdeveloped world 
that bridges the gap between theory and practice. Unique in its emphasis on 
the United States’ interest in development, this new book presents a clear 
and extensive discussion of the programs currently operative in the inter- 
national development field. Viewpoints of both developed and underdeveloped 
countries are examined equitably and comprehensive coverage is given to 
both sides of issues important to economic development. 

A stimulating source for discussion and study in such courses as Economic 
Development, U. 8. Foreign Economic Policy, World Economic Problems, 
and International Relations, this vital new text presents five key questions: 
1. What is there about the environment in underdeveloped countries that 
constitutes a special problem? 2. What are the underdeveloped countries 
doing about their situation, and how might they more effectively attack this 
problem? 3. What is the interest of the developed world (and especially the 
United States) in the plight of the underdeveloped world? 4. What are devel- 
oped countries (and especially the United States) doing about the under- 
developed world, and how might they more effectively attack the problem? 
5. Where is it all heading and what is the outcome likely to be? 


To be published February 1, 1960. Price to be announced. 


For your first-press review copy, write to: 
James N. McDaniel, Business and Economics Editor 


WADSWORTH PUBLISHING COMPANY 
431 Clay Street 


San Francisco 11, California 
When you write to our advertisers, please mention The Southern Economic Journal 
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Just published by Chi lion 


THE RISE OF AMERICAN 
ECONOMIC THOUGHT 


By 
Henry William Spiegel 
Catholic University of America 


This new book presents selections from the writings of some twenty Amer- 
icans, and each selection is introduced by brief comments of the Editor. The 


carefully chosen materials document the rise of economic thought in America 
from the Puritans to the founding of the American Economic Association in 
1885. At the end of the text, there is appended a comprehensive bibliography 
of American economic thought for the period of time covered. 

Approx. 200 pp. 1960 $5.00 
(Chilton Order No. 537) 


Other important beols in economics from Chilton 


AN APPROACH TO THE THEORY OF INCOME DISTRIBUTION 


By Sidney Weintraub 214 pages 1958 $6.50 
(Chilton Order No. 099) 


A GENERAL THEORY OF THE PRICE LEVEL, OUTPUT, 
INCOME DISTRIBUTION AND ECONOMIC GROWTH 


By Sidney Weintraub 


123 pages 1959 $3.50 
(Chilton Order No. 438) 


STUDIES IN THE THEORY OF MONEY 1690-1776 


By Douglas Vickers 313 pages 1959 $6.50 
(Chilton Order No. 362) 


SEND FOR “ON APPROVAL” EXAMINATION COPIES NOW 


CHILTON COMPANY—Book Division 


Philadelphia 39, Pa. 


When you write to our advertisers, please mention The Southern Economic Journal 
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ECONOMIC POLICY: 
BUSINESS AND GOVERNMENT 
DONALD STEVENSON WATSON 


“ECONOMIC POLICY gives the reader a broad and complete picture of the 
relationship between business and government. This text is one of the best- 
organized books on the subject that I have ever read. 
“The author draws his subject matter together in a very readable book, rather 
than merely listing a long series of law cases and related legal facts.” 

William J. Burnett, Jr., Mississippi Southern College 


829 pages 1960 $7.50 


ADVERTISING: 
MASS COMMUNICATION IN MARKETING 
C. A. KIRKPATRICK 


“Kirkpatrick’s book on advertising brings the subject up to the minute as does 
no other text. The use of color makes it particularly important in the teaching 
of present day advertising.” 
Frank M. Dunbaugh, University of Miami, Florida 
638 pages 1959 $7.25 
Instructor’s Manual is available. 


ACCOUNTING IN ACTION: 
ITS MEANING FOR MANAGEMENT 


BILLY E. GOETZ AND FREDERICK R. KLEIN 


“The content and approach used in this book is NEW and UNIQUE in the 
presentation of Accounting for a general understanding of its purpose and use. 
I believe this text presents the material in a way in which the students can 
readily understand and learn with very little difficulty. It is a very good presen- 
tation for a one-semester course for non-accounting majors, especially manage- 
ment majors. : 
“T also believe this would be an excellent presentation for non-business majors 
who need an understanding of accounting without going through the drudgery 
of problem solving that usually accompanies the Accounting Principles courses. 
An excellent volume to be added to anyone’s bookshelf!’ 

Charles P. Foote, Texas Christian University 


713 pages 1960 $7.50 
Instructor’s Manual is available 


SOVIET ECONOMIC POWER: 
ITS ORGANIZATION, GROWTH, AND CHALLENGE 
ROBERT W. CAMPBELL 


“It’s a first-rate piece of work. I’ve adopted it as a supplement to my intro- 
ductory course.” Morton 8. Barartz, Bryn Mawr College 
209 pages 1960 Paperbound $1.95 

Clothbound $3.50 


HOUGHTON MIFFLIN COMPANY e Boston 


New York Atlanta Geneva Dallas Palo Alto 
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Highly praised RONALD textbooks... 


The MANAGEMENT of PRODUCTION 


WILLIAM VORIS, Los Angeles State College 


This outstanding new textbook offers a 
systematic approach to the methods and 
problems involved in the management of a 
modern manufacturing enterprise. Provid- 
ing a well-balanced overview of production 
administration in industry, it constantly 
emphasizes the interrelationships of the ob- 
jectives, the functions, the organization 
structures, and the personnel. Book de- 
scribes factory operations from initial re- 


search and development to the completed 
product; clearly explains the basic prin- 
ciples underlying their management. Many 
practical examples illustrating the complex 
problems involved in decision-making and 
production coordination are included. Oper- 
ations research, linear programming, elec- 
tronic computers, etc., are fully discussed. 
1960. 4650 pp.; 94 ills., tables. $6.50 


PRINCIPLES of REAL ESTATE 


ARTHUR M. WEIMER, Indiana University; and 
HOMER HOYT, Homer Hoyt Associates 


Fourth Edition of this widely used text- 
book discusses and explains the principles 
underlying modern real estate practice. 
Maintaining the clarity and excellent cover- 
age that have made it a standard in the field, 
book gives increased emphasis to decision- 
making and the programs for translating 
decisions into action. Beginning with a gen- 
eral introduction, the book proceeds to a 
discussion of the principal sientenl. legal, 
and economic characteristics of real estate 
resources. Land development and building 


activities, property m ment, real estate 
finance, and the marketing of properties, 
including brokerage, are fully discussed. 
Property location and valuation analysis is 
treated together with a thorough discussion 
of general environmental factors. Book in- 
cludes cases, problems, and many new or 
completely redeveloped Study Projects. 
“Very valuable and useful. . . ..".—W. Brew- 
ster, Florida State University. 4th Ed., 1960. 
716 pp.; 78 ills., tables. $7.50 


CASUALTY INSURANCE 


C. A. KULP, University of Pennsylvania 


This authoritative textbook presents 
clear-cut, analytical discussions of hazards 
and policies, insurers and rates, and the 
regulation of the casualty insurance busi- 
ness. The book emphasizes basic principles 
of casualty insurance and enables the stu- 
dent to see how theory is applied to practical 
situations. It brings out contract features 
of various policies, develops and documents 


background facts, and provides impartial 
evaluations. Explains rate making, insur- 
ance carriers, policy clauses, the intricacies 
of health insurance, and the contribution 
— casualty insurance is making to the 

road area of social security. ‘‘Well organ- 
ized, well written . . . understandable.'’—Tus 
JOURNAL OF Finance. 3rd Ed., 1956. 635 pp. 
28 tables. $8 


PERSONAL FINANCE 


ELVIN F. DONALDSON, The Ohio State University 


Widely used volume ranges from prac- 
tical instruction on budgeting, saving, bor- 
rowing, and credit buying to life insurance 
automobile and medical insurance, and 
Social Security. Examining all types of per- 
sonal finance problems, the book shows 
students how to analyze them and best solve 
them. There are helpful sections on the 
nature of investments and security analysis 
and an important chapter on real estate and 
the law. Realistic advice is offered on the 
important step of buying a home and on 


home ownership, on income and other taxes, 
and on the preparation of a will. Questions 
and case problems enable the reader to re- 
late all phases of personal finance to his own 
situation and move wisely toward financial 
independence. “Clear and concise with a 
wealth of useful information which cannot be 
obtained elsewhere without more extensive 
study.”""—Tue JourNAL or Finance. In- 
structor’s Manual available. 2nd Ed., 1956. 


584 pp.; 70 ills., tables. $6 
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2 NEW TITLES FROM SOUTH-WESTERN 


@ PREFACE TO ECONOMETRICS 
By Michael J. Brennan, Jr., Brown University 


This new book provides an introduction to quantitative methods 
in economics that can be understood by the undergraduate. It is 
as nontechnical as possible within the limits of precision and accu- 
racy. PREFACE TO ECONOMETRICS requires neither mathe- 
matics nor statistics beyond elementary algebra and a course in ele- 
mentary statistics. Emphasis is placed on applications of economic 
theory, quantitative measurement, and tests of correctness of theory. 


Good problems are an important factor in the mastery of a subject 
such as econometrics. The problems in this new book were chosen 
primarily for their application of commonly understood principles 
of economic theory. The book also contains an extensive bibliog- 
raphy that is categorized by subject matter within the field. 


e BASIC ECONOMICS 


By Thomas J. Hailstones, Xavier University 


Here is a one-semester textbook that provides an integrated pres- 
entation of macroeconomics. It moves from basic principles to a 
high level of economic analysis. It is designed primarily for liberal 
arts, preprofessional, and other nonbusiness majors. 


The measurement of national production and income, the price 
level, and employment are explained in BASIC ECONOMICS 
which also points out many important reservations, restrictions, 
and fallacies in the interpretation and use of these concepts. The 
new Flow of Funds concept is clearly explained. The determinants 
of the Gross National Product, incorporating the effect of the 
multiplier and accelerator on the economy, are adequately treated. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 

Cincinnati 27, New Rochelle, N. Y., ° 

Chicago 5, San Francisco 3, Dallas 2 
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International Order and To be published in 1961 


Economic Integration January: 
WILHELM ROPKE Capital Exports to 
Graduate Institute of Internctional Studies, Less Developed Countries 
What is written by Professor Répke con- ne 


cerning war and peace as economic problems, 


concerning imperialism and the variants of Appr. 175 pp. About $4.00 
the economic theory of imperialism, concern- Spring: 

ing the international aspects of the problems An Important New Textbook 

of population, of the fears regarding a world 

economic system and the fears of competi- 

tion etc., is presented with a forcefulness Theory of Production 

and the support of good literary authorities in two Volumes 


which will serve upon the way for a new 
system of world economy and to demon- 


RAGNAR FRISCH 


strate the lines along which such should be University of Oslo, Norway 
built up. Vol. 1: Appr. 260 pp. About $6.50 
1960, 276 pp. $6.00 Vol. 2 will be published Fall 1961 


All prices are post free 
D. REIDEL PUBLISHING COMPANY / DORDRECHT-HOLLAND 


American Economic Review 


VOLUME L September 1960 NUMBER 4 
ARTICLES 

First Two Decades: American Economic Association A. W. Coats 
Operations Research e Robert Dorfman 
Patterns of Industrial Growth H. B. Chenery 


Credit Controls and Financial Intermediaries D. A. Alhadeff 


REVIEW ARTICLE 


COMMUNICATIONS 
The Public Debt W. O. Bowen, R. G. Davis and D. H. Kopf 
Capital Formation in Underdeveloped s Nathan Rosenberg 
Wages and Interest—A Modern Dissection of Marxian Economic Models: Comment 
F. M. Gottheil 

Reply P. A. Samuelson 

The Pure Theory of International Trade: Comment ie ..H. G. Johnson ’ 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The Annual dues are six dollars. Address edi- 
torial communications to Dr. Bernard F. Haley, Editor, AMERICAN ECONOMIC REVIEW, 
Stanford University, Stanford, California. For information concerning other publications and 
activities of the Association, communicate with the Secretary-Treasurer, Dr. James Washington 
Bell, American Economic Association, Northwestern University, Evanston, Illinois. Send for 
information booklet. 
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THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by MARY JEAN BOWMAN 
in Cooperation with the Other Members of the 


Department of Economics of the University of Chicago 
The October 1960 issue contains: 


Non-Convexity, Aggregation, and Pareto Optimality 
Government Efficiency and the Military “‘Buyer-Seller” Device 


Local Independent and National Unions: Competitive Labor Gipeienden. 


The Manichaean Heresy: A Note for Economists. . i 
A Note on the Saving-Wealth Relation and the Rate - Interest. . 
An Apolication of Leibenstein’s Theory of Underemployment. . 
Commercial Banks and Financial Intermediaries: A Comment... .. 
Reply 

Rejoinder. . 

Book Reviews and Books Received 


Jerome Rothenberg 
Norman V. Breckner 
Leo Troy 

. .Jacob Weissman 

. . Arnold Collery 

. Hannan Ezekiel 


Leland J. Pritchard 


. Joseph Aschbeim 


Leland J. Pritchard 


Published bimonthly in February, April, June, August, October, and Decem- 
ber. Subscription rates for U.S.A. and possessions: 1 year, $6.00; 2 years, 
$11.50; 3 years, $16.50. Canada and Pan American Postal Union: Fifty cents 
more per year. All other countries: $1 more year. Single copies: $1.75. 
Special Rate: $3.00 per year to full-time graduate students in economics or 


business. 


The University of Chicago Press 5750 Ellis Ave., Chicago 37, Ill. 
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THE SOUTHERN ECONOMIC ASSOCIATION 


Founded in 1927 


OFFICERS 


President 
Fritz Machlup, The Johns Hopkins University and Princeton University 
Vice-Presidents 
James M. Buchanen, University of Virginia R. Murray Havens, University of Alabama 


Secretary-Treasurer 
William H. Wesson, Jr., University of South Carolina 


EXECUTIVE COMMITTEE 
IN ADDITION TO THE ABOVE OFFICERS 


Past Presidents 
William H. Nicholls, Vanderbilt University Howard R. Smith, University of Georgia 


Elected Members 
Clarence E. Philbrook, University of North Carolina 
William D. Ross, Louisiana State University 
W. Tate Whitman, Emory University 


Managing Editor of the Southern Economic Journal 
G. T. Schwenning, University of North Carolina 
EDITORS OF PUBLICATIONS 
Elected by the Southern Economic Association 

Edgar 8. Dunn, Jr., University of Florida Howard G. Schaller, Tulane University 
John 8. Henderson, University of Alabama Robert 8. Smith, Duke University 
Joseph P. McKenna, Saint Louis University Carey C. Thompson, University of Texas 
James W. McKie, Vanderbilt University Leland B. Yeager, University of Virginia 


Appointed by the University of North Carolina 
Lowell D. Ashby William N. Parker 
James C. Ingram Ralph W. Pfouts 

Clarence E. Philbrook 


CORRESPONDENTS 


John E. Altazan, Louisiana State University David McKinney, University of Mississippi 
Arnold L. Barrett, University of Alabama James F. Miles, Clemson College 

H. M. Douty, U. 8. Department of Labor J. Carter Murphy, Washington University 
J. Earl Williams, University of Tennessee Charles E. Ratliff, Jr., Davidson College 
Albert Griffin, Emory University Norton T. Dodge, University of Maryland 
John M. Gunn, Jr., Washington and Lee University Rodman Sullivan, University of Kentucky 
Rolf Hayn, University of Oklahoma James C. Vadakin, University of Miami 

E. E. Liebhafsky, A and M College of Texas R. E. Westmeyer, University of Arkansas 


Membership dues in the Association are: annual $6.00, contributing $15.00, life $100.00, institutional 
$100.00, student $3.00. Membership fees include payment for a year’s subscription to The Southern 
Economic Journal. Applications for membership should be addressed to William H. Wesson, 
Jr., School of Business Administration, University of South Carolina, Columbia, South Carolina. 
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New & ‘Recent Irwin Texts in Economics — 


Revised Edition 


PRINCIPLES OF ECONOMICS 
By W. Nelson Peach 
This popular basic text has been brought completely up to 
date. More attention has been given in this edition to the 
problems of economic growth. 


ECONOMICS OF TRANSPORTATION Fifth Edition 
By D. Philip Locklin 
Retaining the popular features of the well, a previous edi- 
tions, this new revision has been extensively rewritten, with 
new material of particular importance included. 


THE PUBLIC FINANCES: An Introductory Textbook 
By James M. Buchanan 
A new and modern approach to public finance, The Public 
Finances introduces many new aspects of the field and incor- 
porates recent developments in welfare economics and theory. 


SOCIAL SECURITY: PROGRAMS, PROBLEMS, and POLICIES Selected Readings 
Edited by William Haber and Wilbur J. Cohen 
This book of readings presents major ideas and important 
viewpoints to aid the student in developing his understanding 
of social security in America. 


PUBLIC POLICIES TOWARD BUSINESS Revised Edition 
By Clair Wilcox 
This notable text has been thoroughly reorganized and re- 
written to incorporate new chapters on promotion and subsi- 
dization, labor, and public power projects. 
BASIC STATISTICS FOR BUSINESS ECONOMICS 
By C. Frank Smith and D. A. Leabo 
Emphasis is on the use of statistical methods as an analytical 
tool. The approach is simple and precise, yet accuracy has 
not been sacrificed for simplicity. 


STATISTICS: WITH APPLICATIONS IN BUSINESS AND ECONOMICS 
By Earl K. Bowen 
A new basic text in which realistic problems are integrated 
with theory to show the student why as well as how analyses 
are performed. 


AGGREGATE ECONOMICS AND PUBLIC POLICY 

By Barry N. Siegel 
National income analysis, influence of financial markets upon 
national income, problems of aggregate supply, inflation, and 
problems of economic policy are examined in this text of 
graduated difficulty. 


RICHARD D. IRWIN, 


INC. Write for Examination Copies 
HOMEWOOD, ILLINOIS 


i 


Ale 


